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IN THE MATTER OF THE APPLICATION OF 
ARIZONA PUBLIC SERVICE COMPANY FOR AN 
ORDER OR ORDERS AUTHORIZING IT TO ISSUE, 

TERM INDEBTEDNESS; TO ACQUIFE A 
FINANCIAL INTEREST OR INTERESTS IN AN 
AN AFFILIATE OR AFFILIATES; TO LEND 
MONEY TO AN AFFILIATES OR AFFIILIATES; 
AND TO GUARANTEE THE OBLIGATIONS OF AN 
AFFILIATE OR AFFILIATES 

INCUR, OR ASSUME EVIDENCES OF LONG- 

AZ CORP COMMlSSlOH 
DOCUMENT CONTROL 

E-01 345A-02-0707 

DOCKET NO. E-01 345A-02- 

APPLICATION 

Pursuant to A.R.S. $ 5  40-285; 40-301, et seg.; and A.A.C. R14-2-804, Arizona 

Public Service Company (“APS” or “Company”) hereby requests one or more orders from 

the Arizona Corporation Commission (“Commission”): 

(a) authorizing APS to assume, issue, or incur up to $500,000,000 in 
ag regate principal amount of Recapitalization Debt (as discussed and 

costs incurred by Pinnacle West Capital Corporation (“Pinnacle West”) 
and Pinnacle West Ener y Corporation (“PWEC”) in the financing of 

Units 1 and 2, and Saguaro CT Unit 3 (collectively referred to as the 
“PWEC Assets”); 

(b) finding that such Recapitalization Debt will not be classified or treated 
as Continuing Debt (as discussed and defined below); 

(c) authorizing APS to guarantee the obligations (iqcluding principal, 
interest, and associated fees, charges and expenses) of PWEC and/or 
PWCC (“APS Guarantees”) up to an aggregate rincipal amount of 

exceed a weighted average life of 10 years; 

de !i ined herein) in connection with the refinancing or recapitalization of 

PWEC’s construction o B West Phoenix CC Units 4 and 5 ,  Redhawk 

$500,000,000 (less any Recapitalization Debt) P or a period not to 

These items are also incurred by APS in any direct issuance of debt and are not unique to 1 

guarantees. 



I ”  I ,  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

(d) finding that such APS Guarantees will not be classified or treated as 

(e) authorizin APS to obtain a financial interest in PWEC or Pinnacle 

combination of the two up to a maximum aggregate principal amount of 
$500,000,000; and 

Continuing Debt; 

West in t a e form of an inter-affiliate loan, APS Guarantees, or a 

(f) authorizing APS to make such expenditures, sign and deliver 
such documents, and negotiate such terms and conditions with 
underwriters or selling agents, purchasers and/or lenders, including but 
not limited to those ertaining to terms, rates, and collateral 

necessary to economically effectuate the other authorizations granted 
by the Commission. 

requirements (if any), a1 P as described herein, as may be reasonably 

APS further requests that the Commission’s Hearing Division issue a Procedural Order, a 

called for by Decision No. 65 154 (September 10, 2002), establishing a procedura 

conference and a procedural schedule for timely consideration of this Application. 

This Application is filed to address the serious and unique financial harm faced b; 

APS, PWEC and Pinnacle West as a result of the Commission’s “reversal of course” 01 

the issue of APS generation asset divestiture. The damages to the Company and it 

affiliates resulting from their good faith efforts to comply with a long-standinj 

Commission regulation mandating divestiture and their detrimental reliance on thi 

promise of divestiture made in a Commission-encouraged, approved, and adoptec 

Settlement Agreement (“1 999 Settlement”) are significant and should be promptl: 

addressed by this Commission. The instant Application is just one step, but an importan 

and necessary first step, in that process.2 

INTRODUCTION 

In Decision No. 65 154, the Commission significantly modified those provisions o 

the 1999 Settlement directing the divestiture of APS generation to PWEC. PWEC was tht 

APS generation affiliate created by Pinnacle West pursuant to and in compliance wit1 

The Company also intends to seek reconsideration of Decision No. 65154 within the perioc 2 

permitted by law. 
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Decision No. 61973 (October 6, 1999), which Decision had previously adopted and 

approved the 1999 Settlement. 

Although Decision No. 65 154 provides for the possibility of “unifying” the PWEC 

Assets with those of APS under the corporate name of APS, the mere change of legal title 

to the PWEC Assets from PWEC to APS, without more, does little to resolve the total 

bifurcation issue. This issue was identified last April in the Company’s Motion for 

Threshold Determination. The “unification” sought by APS in that Motion and testified to 

at the recent Track A hearing was the restoration of the Commission’s promise to provide 

a common financial E d  regulatory regime for all of the combined generation of APS and 

PWEC. With Decision No. 65 154, the long-anticipated regulatory regime of unregulated 

generation competition is no longer possible. Traditional cost-of-service regulation, or an 

acceptable surrogate for such unregulated competition, must now be substituted as that 

common regulatory regime. It is that concept of “unification” that APS believes was 

postponed in the Commission’s deliberations on Decision No. 65 1 54.3 For this reason, the 

Company must now find a financial remedy rather than a structural remedy-one that will 

permit the PWEC Assets to remain at PWEC until the Commission determines the final 

rate treatment of the PWEC Assets. 

By seeking this remedy, APS does not intend or desire to foreclose the possibility 

that it may seek to acquire all or part of the PWEC Assets in the future. APS may also 

propose that the PWEC Assets should be included in the Company’s rate base or 

otherwise afforded cost-of-service regulatory treatment to the extent the PWEC Assets are 
4 

The Sixth Ordering Paragraph in Decision No. 65 154, which was added by an amendment to the 
Recommended Order, when combined with the Administrative Law Judge’s pre-existing language in the 
Fourth Ordering Paragraph, would (by the Company’s interpretation) appear to effectively preclude the 
inclusion of the PWEC Assets in APS’  rate base at this time, despite other language in the Decision 
seeming to leave this issue open. This is because assets included in rate base cannot, as a practical matter. 
be “contestable” by the sort of competitive procurement process presently being discussed in Track B. 

3 
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used to serve APS  customer^.^ Indeed, these would be appropriate topics in the 

Company’s upcoming 2003 general rate case. Decision No. 65 154 specifically states thai 

there will be no pre-judgement by the Commission of the eventual rate treatment of these 

assets. (Decision No. 65 154 at p.34, lines 3-4.) 

APS also wishes to make clear that this Application does not affect nor is ii 

intended to affect the Commission’s consideration of, or the Company’s position on, any 

of the “Track B” issues identified in Commission Docket No. E-00000A-02-005 1. This 

too was an express part of the Commission’s order in Decision No. 65154. (Id. at pp.33- 

34, Tenth Ordering Paragraph.) 

The Company did not support generation divestiture when Commission Staff first 

proposed it in 1998. APS also was aware that a start-up, stand-alone generation company 

would lack the initial cash flow necessary to support the investment-grade financing 

needed to be fully competitive in the market. Thus, APS was only willing to agree to the 

1999 Settlement on terms that allowed all APS-owned generation and anticipated future 

generation to enjoy an investment-grade rating. 

For these reasons, the impact of Decision No. 65 154 on PWEC is both inequitable 

and dramatic. Prior to Decision No. 65154, PWEC had an investment grade debt rating 

once divestiture was complete. With no divestiture, or no prospect of a long-term 

purchase power agreement such as APS proposed last fall in substitution for full markei 

dependence, PWEC is simply not sufficiently creditworthy under present markei 

conditions absent credit support from APS. Under the best of market conditions, a start-uy: 

merchant generator with only some 2000 megawatts of localized, uncommitted, gas-firec 

5 

If the PWEC Assets or any portion thereof were to be acquired by A P S  in the future, A P S  could 4 

receive appropriate credit for any amounts loaned to PWEC and then still outstanding. 

In its press release describing its contingent award to PWEC of a BBB+ rating, Fitch stated: “Tht 
generating assets and associated debt will be transferred to PWEC by December 3 1, 2002. The rating is 
contingent upon the successful transfer of a majority of APS’ electric generating assets to PWEC.’ 
Emphasis supplied. 
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generation would not have the investment grade rating needed to compete with 

investment-grade companies. Being non-investment grade means more than just being 

unable to raise capital in bad markets (such as today) or doing so at significantly higher 

cost in good markets; it directly impacts the ongoing competitiveness of the enterprise. 

Thus, it should come as no surprise that APS would not have agreed to the 1999 

Settlement and that PWEC would never have constructed the PWEC Assets absent the 

promised unification of generation under the 1999 Settlement. In fact, PWEC would 

never have existed. 

Pinnacle West is likewise adversely affected by Decision No. 65154. As the parenl 

company of APS and PWEC, Pinnacle West was compelled to provide interim bridge 

financing for construction of the PWEC Assets. Because of the impending divestiture oi 

APS generation to PWEC, the market always regarded this bridge financing as necessarily 

being only a temporary situation, i.e., one that would only be in place until the divestiture 

promised by the 1999 Settlement had been accomplished. Then, PWEC could recapitalize 

that debt on its own through long-term financing. In a very real sense, it was the 1999 

Settlement that Wall Street accepted as collateral for Pinnacle West’s bridge financing 

Indeed, it was in reliance on that 1999 Settlement that Pinnacle West has been permitted 

by the rating agencies to carry significantly more debt than likely would otherwise have 

been permitted by these same rating agencies without a downgrade.6 But as noted above 

the PWEC credit rating required for that permanent financing was itself always expresslj 

contingent upon receipt by PWEC of the present APS generation assets pursuant to the 

provisions of Decision No. 61973 and A.A.C. R14-2-1615 (A) [“Rule 1615(A)”]. Projec. 

specific financing-a far more expensive option for PWEC even under good marke 

In a report dated September 10, 2002, Moody’s (after noting the adverse implications of Decisior 
No. 65154) stated: “The rating outlook [for Pinnacle West] is stable and assumes the Pinnacle bridgt 
financing is refinanced at an operating subsidiary in the intermediate term. Failure to do so could havt 
negative rating implications.” 

6 

- 5 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

conditions and one that would have made the PWEC Assets non-competitive-is simply 

unavailable to PWEC under today’s market conditions. 

Given its debt burden and with no prospect of APS generation divestiture ta 

PWEC, Pinnacle West’s ability to refinance the aforementioned bridge financing of the 

PWEC Assets, on even a short-term basis and without a credit downgrading, is in serious 

q~es t ion .~  A credit downgrading would significantly increase Pinnacle West’s own cost ol 

capital. The historical cost of even a single level credit drop (from BBB to BBB- or from 

Baa2 to Baa3) would be some 150 basis points or over $17,000,000 per year. The loss ol 

investment grade rating altogether would add another 150 or more basis points to the 

damage caused. This amounts to approximately $350,000,000 over a ten-year period. 

It is also dangerous to assume that APS could remain wholly unaffected by these 

events. Some rating agencies, such as S&P, already evaluate the Company’s credit qualitj 

in the overall context of Pinnacle West. And the Commission-induced financial disruption 

of the Company’s parent corporation and generation affiliate, when combined with the 

unilateral revision to the 1999 Settlement ordered in Decision No. 65154, woulc 

undoubtedly add a significant regulatory risk premium to the Company’s cost of obtaining 

and retaining capital. 

The Company’s Application is evidence of the Company’s continued desire to finc 

a solution to the need to permanently recapitalize the financing of the PWEC Assets, a5 

was discussed at great length by the Commissioners during the August 27th Special Oper 

Meeting that resulted in Decision No. 6.5154.’ At the same time, it satisfies the statec 
~ 

Much of the Pinnacle West bridge financing will come due next summer, with the balancc 
maturing in early 2004. Any issuance of debt, as is contemplated herein, will take several months to plat 
and even longer to actually implement. Thus, a ruling on the Application before the end of 2002 is needed. 

The Company had, in fact, previously suggested a purchase power agreement between A P S  an( 
Pinnacle West covering the PWEC Assets. This would have resolved the refinancing problem describe( 
herein in a manner APS continues to believe would be more advantageous to the Company’s customer 
over the long run. Acquisition by A P S  of the PWEC Assets and their future inclusion in the Company’ 
rate base is also an option, but one not chosen by the Company at this time given the apparent rejection b; 
the Commission of that option for the present and the Commission’s admonition (in Decision No. 65 154 
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desire of some of the parties to maintain separation between APS’ regulated assets and thc 

PWEC Assets. Thus, as noted above, and in an effort to deal solely with the financinl 

impact of the Commission’s reversal on divestiture, the Company is proposing a financini 

solution that keeps the PWEC Assets at PWEC. 

That solution is a loan from APS to PWEC (or potentially to Pinnacle West for tht 

benefit of PWEC, if such is more cost-effective for APS and its affiliates), which is in tun 

secured by a note back to APS. Alternatively, there could be the guarantee by APS o 

PWEC obligations (or potentially those of Pinnacle West incurred on behalf of PWEC, i 

such is more cost-effective for both APS and its affiliates), which would then be secure( 

by a reimbursement agreement in favor of APS. Or APS could use a combination of thest 

two financial vehicles. In either or both cases, the amount of credit support would no 

exceed an aggregate principal amount of $500,000,000 plus interest and the type o 

associated fees, expenses and charges previously discussed in this Application. 

Therefore, and in support of this Application, the Company respectfully states a: 

follows: 

BACKGOUND 

1. APS, Pinnacle West and PWEC are corporations duly organized an( 

existing under the laws of the State of Arizona. Their corporate headquarters are at 40( 

North Fifth Street, Phoenix, Arizona 85004. 

2. APS is a public service corporation principally engaged in furnishinj 

electricity in the State of Arizona. APS provides either retail or wholesale electric servicl 

to substantially all of the state of Arizona, with the major exceptions of the Tucsoi 

metropolitan area and about one-half of the Phoenix metropolitan area. The Company alsi 

generates and, through the Pinnacle West marketing and trading division, sells ani 

delivers electricity to wholesale customers in the western United States. 

that APS not seek a ratemaking determination in this filing and that the filing not affect “the amoun 
timing, and manner of the competitive procurement process [in Track B].” (Id. at 34.) 
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3. PWEC is principally engaged in the generation of electric power for sale tc 

APS at wholesale and was created pursuant to Commission Decision No. 61973, whicl 

Decision also specifically found that the creation of PWEC was in the public interest. 

4. 

5 .  

Pinnacle West is the parent company of both APS and PWEC. 

The attorneys for APS in this proceeding, and the individuals upon which a1 

notices and pleadings should be served, are: 

Thomas L. Mumaw, Esq. 
Pinnacle West Capital Corporation 
Law Department 
P.O. Box 53999 
Mail Statjlon 8695 
400 N. 5 Street 
Phoenix Arizona 85072-3999 

and 

Matthew P. Feeney. Esq. 
Jeffrey B. Guldner, Esq. 
Snell & Wilmer, LLP 
One Arizona Center 
400 E. Van Buren 
Phoenix, Arizona 85004-0001. 

THE BRIDGE DEBT 

6. As of July 1, 2002, Pinnacle West had incurred approximatell 

$635,000,000 in primarily short-dated debt (“Bridge Debt”) to finance the construction o 

the PWEC Assets. This has raised total Pinnacle West debt as of that date tc 

$959,000,000. The Bridge Debt is expected to further increase to $765,000,000 by thc 

middle of 2003. Some $550,000,000 of the aforementioned Bridge Debt will mature ir 

2003. Another $215,000,000 of Bridge Debt will mature in early 2004. The Company’: 

efforts to refinance this Bridge Debt must necessarily begin some months in advance o 

the maturity date thereof. 

7. Based upon Decision No. 65154 in Track A of Docket No. E-0000A-02 

0051, the Company will not be permitted to divest its generating assets to PWEC a, 

- 8 -  
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unconditionally authorized and required by Decision No. 61973 and Rule 1615(A). In 

view of the need to obtain recapitalization of the PWEC Assets through refinancing of the 

Bridge Debt and given the current generally favorable market conditions for the 

Company’s issuance of long-term debt, APS proposes to provide for the recapitalization 

of the PWEC Assets through a direct loan or loans to PWEC or via the guarantee of 

PWEC obligations relating to the PWEC Assets.’ The net proceeds of such APS loan(s) 

to PWEC or the net proceeds from any issuance of APS-guaranteed PWEC debt would be 

transferred by PWEC to Pinnacle West to repay or refinance a significant portion of the 

Bridge Debt. 

THE CONTINUING LONG-TERM INDEBTEDNESS 

8. At June 30, 2002, APS had total outstanding long-term indebtedness in an 

aggregate principal amount of approximately $2,206,780,000 (including current maturities 

of long-term indebtedness). A schedule showing the calculation of this amount is attached 

to this Application as Exhibit A. 

9. Decision No. 55017 (May 6, 1986) (the “1986 Order”) allows APS to, 

among other things, have outstanding at any one time (subject to a thirty-day “window” 

described in the 1986 Order) up to an aggregate principal amount of long-term 

indebtedness (including current maturities thereof) of $2,698,917,000. A copy of the 1986 

Order is attached to this Application as Exhibit B. 

10. The 1986 Order superseded the long-term indebtedness limitation granted to 

APS in Decision No. 54230 (November 8, 1984) (“the 1984 Order”). A copy of the 1984 

Order is attached to this Atmlication as Exhibit C. l o  

There is a possibility that the loans and/or guarantees might be to Pinnacle West for the reasons 
discussed in the Introduction section of this Application. By the reference to only PWEC in this and other 
paragraphs of the Application, A P S  does not mean to preclude that possibility but only to simplify the 
verbiage of the Application itself. 

9 

The 1984 Order also included, among other things, authority for the Company to have, at any one 
time outstanding, up to $576,301,000 in aggregate par value of the Company’s preferred stock and to issue. 
reissue, refund, refinance, or roll-over short-term debt in an amount up to 7% of the Company’s total 

10 
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11. As noted in the 1986 Order, “[tlhe financing flexibility sought herein and as 

previously granted by Decision No. 54230 [the 1984 Order] has permitted APS to take 

advantage of rapid and sometimes unanticipated changes in the capital markets.” As 

described herein, this “financing flexibility” has served the Company’s customers and 

shareholders extremely well for almost 18 years by allowing APS to access frequently 

volatile capital markets in a timely and efficient manner, thereby reducing the Company’s 

financing costs and eventually the cost of capital reflected in customers’ rates. APS has 

continuously complied with each of the terms and conditions of the 1986 Order and of the 

1984 Order (to the extent not superceded by the 1986 Order) in all respects and is in 

compliance with such Orders as of the date of this Application. 

12. Also based on the Company’s outstanding long-term indebtedness as of 

June 30,2002 and the present Continuing Debt limit, APS had the authority to incur up to 

$492,137,000 in additional long-term debt. The amount of this debt margin (below the 

Continuing Debt limit) has varied significantly over the past 18 years, but has been a 

critical component of the financing flexibility afforded by the 1986 Order. 

13. The Company requests that the Commission maintain the current margin 

under the Continuing Debt limit by finding that the Recapitalization Debt (as described 

and defined hereinafter) should not be classified or treated as Continuing Debt as set forth 

in the 1984 and 1986 Orders. 

capitalization. See A.R.S. 3 40-302(D). The 1986 Order did not affect these prior authorizations, and it is 
not intended that the authorization requested in this Application will supersede or limit, or in any othei 
way affect, the 1984 Order and its effectiveness as to short-term debt and preferred stock. 

During the period from 1985 to the present, APS has issued over $5,000,000,000 in long-tem 
debt, taking advantage of every trough in the interest rate cycle and turning over the Company’s entirc 
debt capitalization more than twice. As a result, embedded weighted long-term debt costs (a componen 
used to set A P S  rates) have dropped from 10.7% in 1985 to less than 6% today. In 1992 alone, the 
Company voluntarily refinanced $650,000,000 of debt, producing total interest savings of some 
$120,000,000 over the then remaining life of the refinanced debt. And the amount of long-term debt has 
actually dropped since 1985 to the present, despite the continued growth of the Company during that same 
period. 

1 1  
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THE RECAPITALIZATION DEBT 

14. In connection with such recapitalization or refinancing of the PWEC Assets 

APS may incur additional long-term indebtedness in an aggregate principal amount of uy 

to $500,000,000.12 This would occur through the issuance or incurring by APS of nev 

indebtedness (such indebtedness is referred to in this Application as the “Recapitalizatioi 

Debt”). 

15. Consistent with the 1986 Order and the 1984 Order, the Company propose: 

to determine the terms of any such Recapitalization Debt (or the individual components o 

each if more than one), the maturities thereof, the interest andor discount rates thereon 

the necessity for any form of any security therefor, the applicable financial market 

(whether domestic or foreign) or lenders, the nature of the offerings (whether public o 

private) or borrowings, and the type or types of transaction in which debt would be sold o 

incurred by reference to conditions in the financial markets at the time or times o 

commitment. Maturity, interest rate, discount, and other related determinations would bc 

negotiated with the intent of obtaining the most favorable terms for the Company an( 

would bear a close relationship to those of comparable borrowings of other comparablc 

borrowers, as applicable at or about the time of incurrence of the Company’s own deb 

with respect to the appropriate financial market, and would further reflect negotiation 

between the Company and the underwriters or selling agents, ultimate purchasers o 

lenders of, or the receipt by the Company of competitive bids relating to, such deb1 

Although it is the Company’s firm intent to use unsecured debt for purposes of th 

Recapitalization Debt, it is always possible that market conditions will dictate otherwise 

Therefore, the security, if any, for any such debt by APS may consist of a mortgage lie 

This represents the Company’s present estimate of the amount of credit support necessary throug 
A P S  to restore PWEC and Pinnacle West to their pre-Decision No. 65 154 credit status. If this proves to b 
inadequate in practice, A P S  reserves the right to submit a second financing application seeking suc 
additional credit support in the future. 

12 
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on all or a portion of the Company’s assets, third-party credit support or other form of 

security acceptable to both APS and the lender. Third-party credit support may include a 

letter of credit, draws on which may be reimbursable by the Company immediately or 

over time and, to such extent, may involve the issuance of a separate evidence or separate 

evidences of indebtedness. In this regard, APS notes that the 1984 Order states that any 

indebtedness arising to the issuer of a letter of credit which results from a draw under such 

letter of credit does not require separate or additional Commission approval under A.R.S. 

0 40-301, et seg., if the underlying debt which the letter of credit secured was itself 

authorized by the Commis~ion.’~ 

16. The proceeds from the issuance of the Recapitalization Debt would be 

loaned by APS to PWEC in exchange for a note or notes (the “Repayment Note”) 

reimbursing APS for the all-in cost of issuing and servicing the Recapitalization Debt over 

the term or terms of the Repayment Note. The Repayment Note would also require full 

repayment of principal and interest to APS. 

17. In addition to the Recapitalization Debt, the balance of the funds needed for 

the permanent recapitalization of the PWEC Assets (estimated at approximately 

$532,000,000) is presently planned to come from one or more equity infusions from 

Pinnacle West. These may be in the form of contribution(s) of (i) cash or property; (ii) 

forgiveness of indebtedness; (iii) internal generation of funds at PWEC; or (iv) a 

combination of the foregoing. This will result in an appropriately conservative capital 

structure for PWEC. 

THE GUARANTEE OPTION 

18. As an alternative to the issuance or incurrence of all or a portion of the 

Recapitalization Debt, APS also seeks authorization to provide PWEC with a corporate 

This is because the draw down on the letter of credit would reduce the underlying debt, thus 13 

resulting in no overall increase in the amount of outstanding A P S  obligations. 
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guarantee or guarantees (“APS Guarantees’’) of indebtedness (including principal, interest 

and associated fees, charges and expenses) up to an aggregate principal amount ol 

$500,000,000 for a period not to exceed a weighted average life of 10 years. Such APS 

Guarantees would be reduced dollar for dollar by the aggregate principal amount of an] 

Recapitalization Debt such that the total of the two principal amounts could not exceed an 

aggregate principal amount of $500,000,000. 

19. In exchange for the APS Guarantees, APS shall receive a reimbursemenl 

agreement from PWEC andor Pinnacle West providing for repayment to APS of all 

amounts (if any) paid by APS pursuant to such APS Guarantees. 

CONSEQUENCES IF THE INSTANT APPLICATION IS NOT GRANTED 

20. Pinnacle West is presently carrying more debt than its own capitalization 

and income could support under the ratings criteria established by national ratings 

agencies such as S&P, Moody’s, and Fitch. Any attempt to refinance at Pinnacle West a 

significant portion of the aforementioned Bridge Debt would likely result in a loss ol 

Pinnacle West’s present credit rating. 

2 1. The loss of Pinnacle West’s present credit rating would raise its overall cos1 

of issuing new debt, including the refinancings discussed in Paragraph No. 6, by as muck 

as 150 basis points. This would translate into higher annual interest costs of some 

$17,000,000. A loss of Pinnacle West’s investment grade ratings altogether would more 

than double that amount. 

22. PWEC’s credit rating was expressly contingent on receiving the Company’: 

generating assets, and without such rating, a public offering of debt at present i: 

impossible. The alternatives of project or bank financing are more expensive under thc 

best of market conditions and unavailable under present market conditions. 

-13 -  
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23. Without permanent financing in place and with no potential to obtain 

financing on commercially reasonable terms, if at all, PWEC cannot effectively compete 

in the competitive wholesale market under the present credit constraints in that market. 

24. If PWEC could not recapitalize the PWEC Assets itself at any cost, it would 

be forced to sell them into the presently depressed market at a very substantial loss 

compared to both their cost and their going concern value under the assumption thai 

PWEC had received the Company’s generation assets as promised in Decision No. 61973. 

Timely Commission approval of the instant Application could mitigate all 01 25. 

a portion of the adverse consequences described above. 

APS FINANCIAL CONDITION 

26. The Company’s most current public financial statements for the period 

ending June 30,2002 are attached to this Application as Exhibit D. 

27. 

28. 

The Company’s current credit ratings are shown in Exhibit E. 

Attached to this Application as Exhibit F are the estimated financial impacts 

of the increased debt authorizations sought herein under varying assumptions as to interesl 

rates. 

29. Exhibit F also provides the relevant financial indicators for APS debt 

Exhibit F shows these indicators both with and without any amounts received by AP5 

under the Repayment Note or the reimbursement agreement. 

30. Exhibit F indicates that APS can accommodate the increased deb 

authorizations sought by the Application without a loss of the Company’s overall credi 

quality or debt rating. Such debt would have an immaterial effect on the Company’s cos 

of capital. 

3 1. APS would not be primarily liable for the payment of principal and interes 

under the APS Guarantees, but rating agencies would probably treat the APS Guarantee: 

as APS debt in determining the amount of leverage and interest coverage for debt rating! 

- 14- 
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purposes. Thus, the financial analysis of the APS Guarantees on the Company would be 

very similar to that set forth in Exhibit F. 

GENERAL STATUTORY FINDINGS14 

32. In the Company’s opinion, the proposed issuance or incurrence of the 

Recapitalization Debt, or the issuance of the APS Guarantees, all as contemplated herein, 

are for lawful purposes which are within its corporate powers and are compatible with the 

public interest, with sound financial practices, and with the proper performance by the 

Company of service as a public service corporation and will not impair its ability to 

perform that service. 

33. APS is further of the opinion that the foregoing authorizations, all as 

contemplated herein, are reasonably necessary or appropriate for such purposes and thal 

such purposes, except as otherwise set forth herein, are not wholly or in part, reasonablg 

chargeable to the Company’s operative expenses or to income. To the extent that the 

purposes set forth herein may be considered reasonably chargeable to operative expenses 

or to income, the Company requests that the order or orders of the Commission in this 

matter authorize such charge or charges. 

NOTICE, TIMING, AND EFFECTIVE DATE OF COMMISSION ORDER 

34. APS requests that notice of the filing of this Application be given ir 

conformity with A.R.S. 5 40-302 by a single publication of such notice in a newspaper o 

general circulation within its electric service area. APS will either cause such notice to bt 

given or will agree to reimburse the Commission for any costs incurred by tht 

Commission in preparing and distributing such notice. 

35. APS requests issuance of the order or orders sought by this Application b! 

December 3 1,2002. 

These findings are required by A.R.S. $0 40-301 and 40-302. They are standard “boilerplate” in 14 

all financing orders of the Commission. 

- 15-  
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36. APS requests that the order or orders sought by this Application become 

effective immediately upon the issuance thereof. 

PRAYER FOR RELIEF 

WHEREFORE, the Company asks that the Commission cause notice of the filing 

of this Application to be given as above-requested; issue the Procedural Order described 

in Decision No. 65 154; hold such hearing or hearings at a time or times to be specified by 

such Procedural Order, and making such inquiry or investigation as the Commission may 

deem of assistance; make any findings required by law relative to purposes of the issuance 

and incurring of the Recapitalization Debt, andor the issuance by the Company of the 

APS Guarantees, all as contemplated herein; and thereafter make one or more 

immediately effective orders which, together: 

authorize the Company to assume, issue, or incur up to 
$500,000,000 in aggregate principal amount of 
Recapitalization Debt; 

authorize the Company to determine the terms 
associated with the Recapitalization Debt, including 
whether any portion of the Recapitalization Debt will 
be secured by all or a portion of the Company’s assets; 

authorize the Company to provide the APS Guarantees 
in accordance with the Application; 

authorize the Company to determine the terms 
associated with the APS Guarantees, including whether 
any portion of the APS Guarantees will be secured by 
all or a portion of the Company’s assets; 

provide that the Recapitalization Debt and the APS 
Guarantees will not be classified or counted as 
Continuing Debt; 

find that the issuance and incurrence of 
Recapitalization Debt, and the issuance of the APS 
Guarantees are reasonably necessary or appropriate for 
the purposes set forth in this Application and that such 
purposes are within those permitted by A.R.S. $40- 
301, et seq.; 

- 16- 
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permit such purposes to the extent they may be 
reasonably chargeable to operative expenses or to 
income and allow the payment of related expenses as 
contemplated herein; and 

authorize APS to obtain a financial interest in PWEC 
or Pinnacle West in the form of an inter-affiliate loan, 
APS Guarantees, or a combination of the two up to a 
maximum aggregate principal amount of 
$500,000,000; and 

authorize APS to make such expenditures, sign and 
deliver such documents, and negotiate such terms and 
conditions with underwriters or selling agents, 
purchasers andor lenders, including but not limited to 
those pertaining to terms, rates, and collateral 
requirements (if any), all as described herein, as may 
be reasonably necessary to economically effectuate the 
other authorizations granted herein; and 

grant the Company such additional relief as is 
appropriate under the circumstances. 

RESPECTFULLY SUBMITTED this 1 6th day of September 2002. 

SNELL & WILMER 

and 

PINNACLE WEST CAPITAL 
CORPORATION LAW DEPARTMENT 

By: 
TIhornas Lmumaw,  Esq. 

Attorneys for Arizona Public Service 
Company 
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Exhibit A 

Arizona Public Service 
Schedule of Long Term Debt and Current Maturities 
As of June 30,2002 

FIRST MORTGAGE BONDS 

8.000% SERIES 
7.250% SERIES 

5.875% SERIES PC 

6.625% SERIES 
6.75% SENIOR NOTES 

5.500% SERIES PC 

5.875% SERIES PC 

SUB TOTAL 

P.C. BONDS 

1994 A MARICOPA 
1994 B MARICOPA 
1994 C MARICOPA 
1994 D MARICOPA 
1994 E MARICOPA 
1994 F MARICOPA 
1994 A FARMINGTON 
1994 B FARMINGTON 
1994 C FARMINGTON 
1994 A COCONINO 
1996 A COCONINO 
1998 COCONINO 
1999 COCONINO 

SUB-TOTAL 

OTHER LONG TERM DEBT 

6.25% UNSECURED NOTE 
5.875% UNSECURED NOTE 
7.625% UNSECURED NOTE 
6.375% UNSECURED NOTE 
6.50% UNSECURED NOTE 

SU B-TOTAL 

DATE OF DATE OF DEBT 
ISSUE MATURITY OUTSTANDING 

02109193 02101125 33,075,000 
08/10/93 08/01/23 54,150,000 
09102193 0811 5/28 25,000,000 
09/02/93 0811 5/28 141,150,000 
09/02/93 0811 5/28 12,850,000 
03/02/94 03101 104 80,000,000 
1 1122196 1 1 I1 5/06 83,695,000 

05/25/94 
05/25/94 
05125194 
05/25/94 
05/25/94 
05125194 
05/25/94 
09114194 
0911 4/94 
1011 2194 
1211 2196 
1 1 / I  6/98 
04/07/99 

111 3198 
2/24/99 
08107100 
1 Ol0510 1 
311 12002 

TOTAL LONG TERM DEBT & CURRENT MATURITIES 

05101 I29 
05/01/29 
0510 1 I29 
0510 1 I29 
05/01/29 
0510 1 I29 
0510 1 I24 
09/01 I24 
0910 1 I24 
1 010 1 I29 
1 2/01 131 
11/01/33 
0410 1 I34 

$ 429,920,000 

45,000,000 
45,000,000 
57,000,000 
35,000,000 
35,000,000 
36,980,000 
49,400,000 
65,750,000 
31,500,000 
32,650,000 

6,710,000 
16,870,000 
20,000.000 

$ 476,860,000 

1115l05 $ 100,000,000 
2115104 $ 125,000,000 
8111005 $ 300,000,000 
1011 511 1 $ 400,000,000 
31112012 $ 375,000,000 

$ 1,300,000,000 

2.206.780.000 

911 3/20022:38 PM 
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~DXHIBIT B 
Arizona capora t i on  Commission 

D 0 C KETED 
MY o 6 1986 

DEFORE THE A R I Z O N A  CORPORATION COPIMISSION 

CENZ D. J E N N I N G S  
CHAIRMAN 

CO I.Ul I S S IONER 

CO MM I S S ION ER 

m C I A  WEEKS 

SHARON B. I I G D A L  

[N THE MATTER OF THE A P P L I C A T I O N  ) D O W T  NO. U-1345-86-003 
IF ARIZONA PUBLIC S E R V I C E  COMPANY 1 

r0 ISSUE. INCUR AND AMEND EVIDENCES O F  ) DECISIOLJ tJ0. -50,'7' 
,ONCTEWl  INDEBTEDNESS.  To ISSUE OR 1 
CNCU?. NUCLEAR EUEL DEBT, AND TO 1 

M D E N T J R E S .  1 
1 

!'OR AN ORDER OR ORDERS A U T H O R I Z m G  I T  ) 

3XECUTE A NEW SUPPLEPENTAL INDEfl rURE OR ) 

ORDER 

)pen Mee t ing  
4 p r i l  30 ,  1986 
?hoen ix ,  A r i z o n a  

3 Y  THE COl.IMISSION : 

On December 31 ,  1985,  A r i z o n a  P u b l i c  S e n r i c e  Company ( " A P S " )  f i l e d  a n  

i p p l i c a t i o n  with t h e  Ar i zona  C o r p o r a t i o n  Commission ("Commission")  w h e r e i n  APS 

;ough t  a u t h o r i z a t i o n  t o ,  among o t h e r  t h i n g s .  implement  v a r i o u s  f i n a n c i n g s .  

On F e b r u a r y  25, 1986,  t h e  R e s i d e n t i a l  U t i l i t y  Consumer O f f i c e  ("P.UC0") 

F i l e d  a n  A p p l i c a t i o n  t o  I n t e r v e n e  h e r e i n .  S a i d  A p p l i c a t i o n  was g r a n t e d  by 

? r o c e d u r a l  Orde r  d a t e d  Plarch 4 ,  1986.  

On A p r i l  17, 1986.  t h e  Commiss ion ' s  U t i l i t i e s  D i v i s i o n  S t a f f  ( " S t a f f " )  ! 

f i l e d  a Memorandum recommending a p p r w a l  w i t h o u t  h e a r i n g  of t h e  p roposed  

f i n a n c i n g  program.  A t t a c h e d  t h e r e t o  was w r i t t e n  t e s t i m o n y  by a S t a f f  S e n i o r  

?.ate A n a l y s t ,  which  t e s t i m o n y  s u p p o r t e d  S t a f f ' s  o v e r a l l  r ecommenda t ion .  

* a * * it * 

Having  c o n s i d e r e d  t h e  A p p l i c a t i o n ,  t h e  e x h i b i t s  and  d r a f t  t e s t i m o n y  

s u b m i t t e d  t h e r w i t h ,  as wel l  as S t a f f ' s  memorandum and a t t a c h e d  t e s t i m o n y ,  and 

b e i n g  f u l l y  a d v i s e d  i n  t h e  p r e m i s e s ,  t h e  Commission f i n d s ,  c o n c l u d e s  and  o r d e r s  

t h a t :  
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FINDINGS OF FACT 

1. APS i s  a n  A r i z o n a  c o r p o r a t i o n  engaged  i n  p o v i d i n g  e l e c t r i c  s e r v i c e  

o t h e  p u b l i c  w i t h i n  p o r t i o n s  of A r i z o n a  p u r s u a n t  to a u t h o r i t y  g r a n t e d  by t h i s  

: o m  i s s i  on. 

2 .  By i t s  A p p l i c a t i o n ,  as supp lemen ted  by AF'S's d r a f t  t e s t i m o n y  i n  this 

a t t e r .  APS r e q u e s t s  one  o r  more o r d e r s  s e e k i n g  t h e  f o l l a w i n g :  

( a )  a u t h o r i z a t i o n  t o  i s s u e .  s e l l .  and  i n c u r  i n  1086 

o r  p u r s u a n t  t o  l e n d i n g ,  p u r c h a s e .  o r  u n d e r w r i t i n g  

commitments  o b t a i n e d  i n  1986, i n  one or  more 

t r a n s a c t i o n s .  up t o  $275,000,000 i n  a g g r e g a t e  

p r i n c i p a l  amount of a d d i t i o n a l  e v i d e n c e s  of l o n g - t e r m  

i n d e b t e d n e s s  ( a l l  s u c h  e v i d e n c e s  of i n d e b t e d n e s s  

h e r e i n a f t e r  b e i n g  r e f e r r e d  t o  a s  "New D e b t " ) ,  

i t  b e i n g  s p e c i f i e d  t h a t  t h e  n a t u r e  and terms of a l l  

s u c h  i s s u a n c e s  and s a l e s  of blew Debt would b e  d e t e r m i n e d  

by AFS by r e f e r e n c e  t o  c o n d i t i o n s  i n  t h e  f i n a n c i a l  

m a r k e t s  a t  t h e  t ime or  t imes o f  commitment; 

(b)  a u t h o r i z a t i o n  t o  i n c r e a s e  t h e  long- te rm i n d e b t e d n e s s  

l i m i t a t i o n  a u t h o r i z e d  i n  t h e  Commission 's  O r d e r  i n  

D e c i s i o n  No. 54230. d a t e d  November 8 .  1984. t h a t  a l l o w e d  

APS, among o t h e r  t h i n g s .  t o  have, a t  any one t i m e  

o u t s t a n d i n g  i n  1985 o r  t h e r e a f t e r ,  long- te rm i n d e b t e d n e s s  

( i n c l u d i n g  c u r r e n t  m a t u r i t i e s  t h e r e o f )  i n  a n  a g g r e g a t e  

p r i n c i p a l  amount of $2,374,093,000,  so  as  t o  allcw 

APS t o  have ,  a t  any  one time o u t s t a n d i n g .  up t o  a n  

a g g r e g a t e  p r i n c i p a l  amount o f  long- te rm i n d e b t e d n e s s  

( i n c l u d i n g  c u r r e n t  m a t u r i t i e s  t h e r e o f )  of  $2,698.917.000. 

s u c h  a u t h o r i z a t i o n  t o  p e r m i t  any  r e d e m p t i o n s ,  r e f i n a n c i n g s .  
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r e f u n d i n g s ,  renewa16. r e i s s u a n c e s  and  r o l l - o v e r s  of a n y  

s u c h  o u t s t a n d i n g  i n d e b t e d n e s s .  t h e  i n c u r r e n c e  o r  

i s s u a n c e  of any a d d i  t i o n d  l o n g - t e r m  i n d e b t e d n e s s ,  and  t h e  

amendment o r  r w i s i o n  of any terms of p r o v i s i o n s  of o r  

r e l a t i n g  t o  any long- te rm i n d e b t e d n e s s ,  8s l o n g  a s  

t o t a l  l o n g - t e r m  i n d e b t e d n e s s  a t  any  one t ime o u t s t a n d i n g  

d o e s  n o t  exceed  ( w i t h o u t  f u r t h e r  Commission a u t h o r i z a t i o n )  

$2.698.917,000 d u r i n g  any  p e r i o d  o f  more t h a n  t h i r t y  days. 

i t  b e i n g  s p e c i f i e d  t h a t  t h e  n a t u r e  and t e r m s  of  a l l  s u c h  

i s s u a n c e s  and s a l e s  of s u c h  l o n g - t e r m  i n d e b t e d n e s s  

would be d e t e r m i n e d  by APS by r e f e r e n c e  t o  c o n d i t i o n s  

i n  t h e  f i n a n c i a l  m a r k e t s  a t  t h e  t ime o r  t imes of  s u c h  

i s s u a n c e s  ( a l l  s u c h  l o n g - t e r m  i n d e b t e d n e s s  t o  b e  i s s u e d  

p u r s u a n t  t o  t h i s  a u t h o r i z a t i o n  b e i n g  h e r e i n  ref e r r e d  t o  

as " C o n t i n u i n g  Debt" ) ,  and s u c h  a u t h o r i z a t i o n  t o  

s u p e r c e d e  t h e  l o n g - t e r m  i n d e b t e d n e s s  l i m i t a t i o n  

a u t h o r i z e d  by D e c i s i o n  No. 54230 .  

a u t h o r i z a t i o n  i n  c o n n e c t i o n  w i t h  p r o v i d i n g  s e c u r i t y  

f o r  a n y  N e w  Debt o r  C o n t i n u i n g  Debt .  to e x e c u t e  a n d  

d e l i v e r  one o r  more new s u p p l e m e n t a l  i n d e n t u r e s  t o  i t s  

Mor tgage  and Deed of T r u s t  i n  t h e  w e n t  i t  i s  

deemed a p p r o p r i a t e  by A P S  t o  d o  s o ;  

( c )  

( d )  a u t h o r i z a t i o n  f o r  APS t o  f i n a n c e  i t s  n u c l e a r  f u e l  

r e q u i r e m e n t s  i n  c o n n e c t i o n  w i t h  t h e  o p e r a t i o n  of 

t h e  Palo Verde  N u c l e a r  G e n e r a t i n g  S t a t i o n  by 

i n s t i t u t i n g  a f i n a n c i n g  program i n v o l v i n g  t h e  i s s u a n c e  

of APS of commercial  p a p e r ,  i n t e r m e d i a t e t e r m  n o t e s .  
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a n d / o r  o t h e r  e v i d e n c e s  of i n d e b t e d n e s s  i n  an  a g g r e g a t e  

p r i n c i p a l  amount of up t o  $200,000.000, a l l  of x h i c h  

may c o n s t i t u t e  l ong- t e rm d e b t  ( c o l l e c t i v e l y ,  t h e  

' W u c l e a r  Fuel  Deb t " ) .  and i n  c o n n e c t i o n  t h e r e w i t h .  t o  

i s s u e  o r  i n c u r  w i d e n c e s  of i n d e b t e d n e s s  i n  1986 o r  

t h e r e a f t e r .  and  t o  r e f u n d  o r  r o l l - a v e r  all o r  a p o r t i o n  

of t h e  N u c l e a r  Fuel  Debt ,  any  s h o r t - t e r m  d e b t  t o  be i s s u e d  

i n  c o n n e c t i o n  t h e r e w i t h  t o  be  i n  a d d i t i o n  t o  s b s r t - t e r m  

d e b t  p r w i o u s l y  a u t h o r i z e d  by t h e  Commission o r  p e r  

m i t t e d  by A . R .  S. S e c t i o n  40-302.D. i t  b e i n g  s p e c i f i e d  

t h a t  t h e  n a t u r e  and terms of any i s s u a n c e s  a n d  s a l e s  

of N u c l e a r  Fue l  Debt would  be d e t e r m i n e d  by APS by 

r e f e r e n c e  t o  c o n d i t i o n s  i n  t h e  f i n a n c i a l  markets a t  t h e  

t i m e  o r  t i m e s  of commitment. 

3 .  On A p r i l  1 7 ,  1986. S t a f f  f i l e d  a Memorandum a n d  w r i t t e n  t e s t i m o n y  

u p p o r t i n g  t h e  A p p l i c a t i o n  and recommending summary a p p r w a l  t h e r e o f .  

4 .  The N e w  Debt  and t h e  C o n t i n u i n g  Debt  w i l l  be  u t i l i z e d  f o r  APS's 

o n s t r u c t i o n  program. t h e  r e f i n a n c i n g ,  r e t i r e m e n t ,  o r  r e d e m p t i o n  of  o u t s t a n d i n g  

e c u r i  t i e s .  t h e  repayment  of s h o r t - t e r m  d e b t  wh ich  p r w i o u s l y  f i n a n c e d  

o n s t r u c t i o n  p r o j e c t s ,  and. i f  n e c e s s a r y ,  t h e  payment of c e r t a i n  of A p S ' s  

o r k i n g  c a p t i a l  and  o t h e r  c a s h  r e q u i r e m e n t s .  The N u c l e a r  Fue l  Debt  w i l l  be 

s e d  t o  f i n a n c e  APS's n u c l e a r  f u e l  r e q u i r e m e n t s  f o r  t h e  Palo Verde  N u c l e a r  

e n e r a t i n g  S t a t i o n ,  a n d / o r  t o  r e f u n d  or  r o l l - o v e r  t h e  N u c l e a r  Fuel Debt .  

5 .  The c o s t s  of n u c l e a r  f u e l  w i l l  be  c h a r g e d  t o  o p e r a t i n g  e x p e n s e  o r  

ncome as  s u c h  f u e l  is consumed. 

6 .  The N u c l e a r  Fuel  Debt  would n o t  exceed  $200,000,000 th rough  a 

o m b i n a t i o n  of i n t e r m e d i a t e - t e r m  d o m e s t i c a l l y  i s s u e d  d e b t  ( n o t  t o  exceed  

5 ~ . 0 0 0 , 0 0 0 ) ,  a European  commercial  p a p e r  program,  and a s h o r t - t e r m  European  

n o r ;  s i  on )I- .  4-<O/7 - A -  
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l o a n  f a c i l i t y .  The N u c l e a r  Fue l  Debt  may e x c e e d  APS's n e t  n u c l e a r  f u e l  a s s e t s  

( u p  t o  t h e  $200,000,000 l i m i t ) .  

7 .  The e x a c t  t i m i n g  of any i s s u a n c e s  t o  be made p u r s u a n t  t o  t h e  

r e q u e s t e d  a u t h o r i z a t i o n  would be d i c t a t e d  by t h e n  p r e v a i l i n g  m a r k e t  c o n d i t i o n s  

3s would t h e  t e r m s  a n d  c o n d i t i o n s  of s u c h  i s s u a n c e s ,  i n c l u d i n g  t h e  t y p e  of 

; e c u r i t y  ( m o r t g a g e ,  deed  of t r u s t ,  l e t t e r  of c r e d i t ,  s t a n d b y  p u r c h a s e  

agreement .  e t c . ) ,  i f  any,  p r o v i d e d  t h e r e f o r .  

8 .  The r e a s o n a b l e n e s s  of s u c h  t i m i n g  a s  w e l l  a s  of t e r m s  and  c o n d i t i o n s  

,f s a l e  would b e  g o v e r n e d  by t h e  e x e r c i s e  i n  good f a i t h  of p r u d e n t  b u s i n e s s  

1 ud gemen t . 
9 .  APS does n o t  a n t i c i p a t e  t h a t  i t  w i l l  a c t u a l l y  h a v e  t o  i s s u e  a l l  of 

:he d e b t  f o r  wh ich  a u t h o r i z a t i o n  i s  b e i n g  s o u g h t .  

10. The f i n a n c i n g  f l e x i b i l i t y  s o u g h t  h e r e i n  and  a s  p r e v i o u s l y  g r a n t e d  by 

I e c i s i o n  No. 5 4 2 3 0  h a s  p e r m i t t e d  APS t o  t a k e  a d v a n t a g e  of r a p i d  a n d  s o m e t i m e s  

i n a n t i c i p a t e d  c h a n g e s  i n  t h e  c a p i t a l  m a r k e t s .  

11. Upon t h e  i s s u a n c e  of a l l  t he  d e b t  for w h i c h  a u t h o r i z a t i o n  i s  s o u g h t  

i e r e i n ,  A P S  would h a v e  a d e q u a t e  o p e r a t i n g  income  t o  s e r v i c e  s u c h  d e b t  u n d e r  

! x i s t i n g  r a t e s  f o r  e l e c t r i c  s e r v i c e .  

1 2 .  A f t e r  i s s u a n c e  of all t h e  d e b t  f o r  w h i c h  a u t h o r i z a t i o n  is s o u g h t  

i e re in ,  APS's f i n a n c i a l  r a t i o s  as t o  i n t e r e s t  c o v e r a g e .  l o n g - t e r m  d e b t .  c a s h  

'low. and  common e q u i t y  would b e  below t h o s e  of c o m p a r a b l e  i n v e s t m e n t  g r a d e  

n v e s t o r - o w n e d  u t i l i t i e s ,  t h u s  c r e a t i n g  some  r i s k  of d o w n - r a t i n g  t o  

:ub - i rwes tmen t  g r a d e .  

13.  Al though  s u c h  a d o w n - r a t i n g  would be s i g n i f i c a n t l y  h a r m f u l  t o  b o t h  

LPS and i t s  r a t e p a y e r s ,  t h e  r i s k  of i t s  o c c u r r e n c e  i s  s m a l l  and  c a n  b e  f u r t h e r  

.educed by e i t h e r  A P S  r e c e i v i n g  r a t e  r e l i e f  i n  i t s  p e n d i n g  r a t e  a p p l i c a t i o n  or 

'y a r e d u c t i o n  i n  d i s c r e t i o n a r y  e x p e n d i t u r e s  o r  by a c o m b i n a t i o n  of b o t h .  

1 4 .  T h e r e  i s  no  r e a s o n  t o  b e l i e v e  t h a t  a n y  o t h e r  form of l o n g - t e r m  
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' i n a n c i n g  would on  a r i s k  a d j u s t e d  b a s i s  p r w e  t o  b e  less e x p e n s i v e  t o  APS and 

. t s  r a t e p a y e r s .  

15.  W i t h  t h e  p o s s i b l e  e x c e p t i o n  of t h e  N u c l e a r  Fue l  Debt  and  t h e  payment 

i f  c e r t a i n  o f  A P S I S  w o r k i n g  c a p t i a l  a n d  o t h e r  c a s h  r e q u i r e m e n t s .  none of t h e  

, u r p o s e s  f o r  which  d e b t  i s  t o  be  i s s u e d  p u r s u a n t  t o  t h e  a u t h o r i z a t i o n  s o u g h t  

 erei in i s  r e a s o n a b l y  c h a r g e a b l e  t o  o p e r a t i n g  e x p e n s e  o r  income.  

16 .  The  p r o p o s e d  f i n a n c i n g  a n d  t h e  a u t h o r i z a t i o n s  i n  c o n n e c t i o n  

h e r e w i t h  a r e  r e a s o n a b l y  n e c e s s a r y  f o r  t h e  p u r p o s e s  s e t  f o r t h  h e r e i n  a n d  i n  t h e  

r p p l i c a  t i o n .  

1 7 .  The p roposed  f i n a n c i n g  program is c o m p a t i b l e  w i t h  sound f i n a n c i a l  

b r a c t i c e s  and  w i t h  APS's o b l i g a t i o n s  as  a p u b l i c  service c o r p o r a t i o n  and  w i l l  

lot i m p a i r  i t s  a b i l i t y  t o  p r o v i d e  s e r v i c e  t o  t h e  p u b l i c .  

18. The proposed  f i n a n c i n g  program h a s  been  approved  by APSIS b o a r d  o f  

i r e c t o r s .  

CONCLUSIONS OF LAW 

1. APS i s  a p u b l i c  s e r v i c e  c o r p o r a t i o n  w i t h i n  t h e  mean ing  of A r t i c l e  XV 

If t h e  A r i z o n a  C o n s t i t u t i o n  and  A.R.S. S540-301. e t  s e q .  

2 .  The Commission has j u r i s d i c t i o n  Over APS and  of t h e  s u b j e c t  mat ter  

Nf t h e  A p p l i c a t i o n .  

3 .  ?he p roposed  f i n a n c i n g  p l a n ,  a s  d e s c r i b e d  h e r e i n  and  i n  A P S ' s  

, p p l i c a t i o n .  is f o r  l a w f u l  p u r p o s e s  w i t h i n  t h e  c o r p o r a t e  powers  of APS a n d  i s  

o m p a t i b l e  w i t h  t h e  p u b l i c  i n t e r e s t .  

ORDER 

I T  I S  THEREFORE ORDERED t h a t  A r i z o n a  P u b l i c  S e r v i c e  Company b e ,  and  t h e  

m e  i s  h e r e b y  a u t h o r i z e d : "  

( a )  t o  i s s u e .  s e l l .  a n d  i n c u r  up t o  $275.000.000 i n  a g g r e g a t e  

p r i n c i p a l  amount of N e w  Debt .  t o  i s s u e .  sell, and  i n c u r  t h e  

C o n t i n u i n g  Deb.t. and t o  amend t h e  terms and p r o v i s i o n s  of 
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o u t  s t a n d i n g  1 o ng- term i n d e b t e d n e s s  : 

( b )  t o  e x e c u t e  and d e l i v e r  one o r  more s u p p l e m e n t a l  i n d e n t u r e s  t o  

t h e  Ar i zona  P u b l i c  S e r v i c e  Company's Mortgage and Deed of T r u s t  

as may be  deemed a p p r o p r i a t e  by Ar izona  P u b l i c  S e r v i c e  Company 

i n  c o n n e c t i o n  w i t h  t h e  New Debt  and  C o n t i n u i n g  Deb t :  

( c )  t o  i s s u e .  s e l l ,  and i n c u r  up t o  $200.000.000 i n  a g g r e g a t e  

p r i n c i p a l  amount of Nuc lea r  Fuel Debt :  and ,  

( d )  t o  pay r e l a t e d  expenses ,  a l l  as c o n t e m p l a t e d  i n  t h e  A p p l i c a t i o n  

a n d  by t h e  e x h i b i t s  a n d  t e s t i m o n y  f i l e d  i n  c o n n e c t i o n  

t h e r e w i t h .  

IT I S  FURTHER ORDERED t h a t  Ar i zona  P u b l i c  S e r v i c e  Company i s  hereby  

u t h o r i z e d  t o  s i g n  and d e l i v e r  such  documents  and  t o  engage  i n  s u c h  a c t s  a s  a r e  

e a s o n a b l y  n e c e s s a r y  t o  e f f e c t u a t e  t h e  a u t h o r i z a t i o n  g r a n t e d  h e r e i n a b o v e .  

I T  I S  FURTHER ORDERED t h a t  t h e  p u r p o s e s  f o r  which  t h e  p roposed  i s s u a n c e s  

f N e w  Debt  and C o n t i n u i n g  Debt  a r e  h e r e i n  a u t h o r i z e d  a r e  t o  augment  t h e  f u n d s  

v a i l a b l e  f rom a l l  s o u r c e s  t o  f i n a n c e  Ar izona  P u b l i c  S e r v i c e  Company's 

o n s t r u c t i o n  program. t o  redeem o r  r e t i r e  o u t s t a n d i n g  s e c u r i t i e s ,  t o  r epay  or 

e fund  o t h e r  o u t s t a n d i n g  long- te rm d e b t .  t o  r epay  s h o r t - t e r m  d e b t  which  h a s  

r w i o u s l y  f i n a n c e d  c o n s t r u c t i o n  p r o j e c t s .  and. i f  n e c e s s a r y .  t o  meet c e t a i n  

o r k i n g  c a p i t a l  and  o t h e r  c a s h  r e q u i r e m e n t s ,  r e g a r d l e s s  of t h e  e x t e n t  t o  wh ich  

uch p u r p o s e s  may be r e a s o n a b l y  c h a r g e a b l e  t o  o p e r a t i v e  expenses  o r  t o  income. 

I T  I S  FURTHER ORDERED t h a t  t h e  p u r p o s e s  f o r  which  t h e  p roposed  i s s u a n c e s  

f N u c l e a r  Fuel  Debt  a r e  h e r e i n  a u t h o r i z e d  a r e  t o  f i n a n c e  t h e  Ar i zona  P u b l i c  

e r v i c e  Company'6 n u c l e a r  f u e l  r e q u i r e m e n t s  i n  c o n n e c t i o n  w i t h  t h e  o p e r a t i o n  of 

h e  P a l o  Verde  Nuclear G e n e r a t i n g  S t a t i o n ,  a n d / o r  t o  r e f u n d  o r  r o l l - o v e r  t h e  

u c l e a r  F u e l  Debt ,  wh ich  p u r p o s e s  a r e  h e r e b y  s p e c i f i c a l l y  a u t h o r i z e d  r e g a r d l e s s  

f t h e  e x t e n t  t o  wh ich  they  may be r e a s o n a b l y  c h a r g e a b l e  t o  o p e r a t i v e  expenses  

r t o  income.  
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IT IS FURTHER ORDERED t h a t  t h e  Commission 's  a u t h o r i z a t i o n  of t h e  a b o v e  

i n a n c i n g  d o e s  n o t  c o n s t i t u t e  s p p r o v d  of any p a r t i c u l a r  e x p e n d i t u r e  of t h e  

r o c e e d s  d e r i v e d  t h e r e b y  f o r  t h e  p u r p o s e s  o f  s e t t i n g  j u s t  a n d  r e a s o n a b l e  r a t e s .  

IT I S  FURTHER ORDERED t h a t  t h i s  D e c i s i o n  s h a l l  b e c o m e  e f f e c t i v e  

m e d i a t e l y .  

BY ORDER OF THE A R I Z O N A  CORPORATION COtZMISSION. 

I N  WITNESS WHEREOF, I, JAMES MATTHWS, E x e c u t i v e  
S e c r e t a r y  of t h e  A r i z o n a  C o r p o r a t i o n  Commission. h a v e  
h e r e u n t o  s e t  my hand and c a u s e d  t h e  o f f i c i a l .  s e a l  of 
t h i s  Commission t o  b e  a f f i x e d  a t  t h e  C a p i t o l .  i n  t h e  
C i t y  of P h o e n i x ,  t h i s  6 day of 
1986. 

Q y c u t i v e  S e c r e t a r y  

.. . 
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EXHIBIT C 

DA!I'E OF BEhBILlG: Dctobet 4 ,  1986 

P U C E  OP 8ZAitING: Phoenix, Arirclrrr 

PRESIDIXG OPPICXR: Th-8 L e  W 

IN A!ITEBDANCE: Ilrriannc W. Jenniagr , Coaaairrioncr 

APPEhxARCES : Jaron 8.  Borbarg, Senior ViccPreridcnt and Corporate 
Couorsl; Snrl l  & Wilmer, by Steven H, Wheeler urd Jmcs 
A. Hartin, on bth41f of Arizona Public Service Company 

Timotby zf, Hogan, AttornCy, &gal Divirioo, on behalf 
of the  Arizona Corporation Connnirrion Staff 

Roger A. Schvartr, Attorney, on behalf of the 
Pcridcotial Ut i l i ty  Consumer Office 

T b  Cerin, Interrutor,  in propris persona 

BY TEZE co~ssxoN:  
On September 12, 1984, Axizona Public Service Company ("Company") f i led  am 

Application (nApplication") with the Connairaion rqoestirrg an ordet authorir iw 

the Comp811y, among other things, to  fmplamt 18riotrs propared fhnc i r rg r  

during 1984 and rubrequest yeus .  

Motions requesting Luva t o  Interoeae herein vert f i l ed  by Robert Pouchtr 

and Tim Cerin, .I well a~ by the  Peridential Utility Conrumtr Office. Said 

lbtionr vete  granted by the Presiding Officer herein prior  to the rchedultd 

hearing on the Application held at  t h e  Cormmirrion'r officer in Phoenir, 
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Arizonr, on October 4, 1984. 

* * * * * * t * 
Having conridered the  ent i re  record herein and bring f u l l y  advired in the  

premises, the  Cormnirrion f u r ,  C O ~ C ~ U ~ C ~ ,  and order8 that: 

PI#DIIPGS OF FACT 

1. The Cumpany i 8  an k h o n r  CorpOr8tiOn engaged i n  providing e l e c t r i c  

and gar re rv ice  t o  the public v i t h i n  variou8 portion8 of Arizona pursuant t o  

au thor i ty  granted by t h i s  Cormirrion. 

2. By i t 8  Application, the Company rcquert8 one or more orders 

approving var iour  f i n a n c i a 8  urd c t r t a i n  other matter8 a8 f o l l w r :  

(a) aathoriratiorr t o  isrue md r e l l  (or, in t h e  care of the below 

mentioned fndebtcdnerr, t o  othenf i re  incnr),  i n  1985 o r  

pursuant t o  f ixm lending, p u r c b r e  or underwriting 

commitments obtained in 1985, in one or more t ranrac t ionr ,  

(i) up t o  $400,000,000 in aggregate pr inc ipa l  amount of 

addi t ional  evidence8 of long-term indebtednerr, (ii) up t o  

$75,000,000 in par value of one or  more nev aerier of 

addi t iona l  S e r i a l  R e f e r r e d  Stock - and (iii) up t o  Z,OOO,OOO 

n w  8harer of i t 8  (hmton Stock, $2.50 par Value, (a l l  such 

evidence8 of hdebtednerr ,  rharer  of Preferred Stock and 

8hares of Cummon Stock hera inaf ta r  being rcferzd t o  88 "Xev 

Debt," "Hew R e f e r r e d  Stock" and nH9cv Common stock," 

rerpect ivcly) ,  it being rpecif ied t h a t  t he  nature  urd terms 

of 811 ruch i r r w n c e r  and raler of R e u  Debt, BN R e f e r r e d  

Stock urd Xeu Common Stock w u l d  be da temined  by the  Company 

by reference t o  condition8 i n  t h e  f inanc ia l  market8 a t  the 

time o r  timer of consnitmart; 

(b) authorizat ion t o  i r r u c  o r  incur,  in 1984 or  thereaf te r ,  
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evidence8 of hdebtedner r ,  long o r  rhort-term, h the  

aggregate pr inc ipa l  amount of up t o  $7S,OOO,OOO (over . n d  

above mounts previously authorized by t h i r  Conrmirrion) , and 
t o  ref inance 811 or  a port ion of such amount, i n  comcction 

w i t h  the  proposed program t o  finance and/or refinance 

pol lu t ion  cont ro l  f a c i l i t i e r  located a t  the  Palo Verde 

Huclear Generation S ta t ion  ("Palo Verdc") 8 i t  being rpecif ied 

tha t  t he  nature  and t e r m  of a11 ruch i r ruancer  of such 

indcbtednerr rou ld  be deternrined by the  Company by reference 

t o  condition8 in the f inanc ia l  m ~ r k e t r  a t  t h e  t h e  o r  times 

of commitments (a l l  ruch evidence8 of indebtedntsa t o  be 

isrued pursuant t o  t h i r  authorizat ion being herein r e fe r r ed  

t o  AS t h e  "Pollution Control 3inancingr"); 

authorizat ion t o  have, a t  any one time outrtanding i n  1985 o r  

the rea f t e r ,  t i )  long-term indebtednerr including cortent 

u t u r i t i e r  thereof in an aggregate p r inc ipa l  amount of 

$2,374,093,000 (including the Hew Debt asid long-term 

Pol lu t ion  Control F h n c i n g r )  , and (ii) $576,301 ,000 in 

aggregate par value of t h e  Company's preferred rtock 

(including the  rScr R e f  erred Stock), ruch au thor iza t ion  t o  

permit any rcdemptionr, r e f b n c i n g r ,  tefundingr,  r . a n a l 8 ,  

re i r rurncer  and rollover8 of any ruch outrtanding 

indebtednerr o r  PreferTed rtock, t h e  incuxzencr or  i s r lunce  

( c )  

of an7 add i t ion r l  long-term indebtednear or preferred rtock, 

and t h e  amendment or r ev i r ion  of m y  terms o r  provirions of 

or  r e l a t i n g  t o  any long-term indcbtednerr, a8 long as t o t a l  

hng-term indebtednerr o r  preferred r tock a t  any one time 

outstanding doer not exceed the  l e v e l r  r e t  f o r t h  i n  t h i o  
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rubparagraph (c) ,  i t  being rpecified t h a t  t h e  nature  and 

ternre of all ruch i 8 r U U ~ C e r  and 88ler of ruch long-tern 

indebtednear o r  preferred rtock vould be determined by the 

Company by reference t o  condition8 in the  f i n r a c i a l  m ~ r k e t r  

a t  t h e  t h e  OY t h e #  of 8uch i6rq.ncer (811 ruch long-term 

indebtednerr and preferred rtock t o  be iraued pursuant t o  

t h i r  authorizat ion being herein ref erred to a# "Continuing 

Debt" and "ContinuiPg Preferred Stock," r c rpcc t ive ly ) ;  

( d )  authorizat ion i n  connection with providing s e c u r i t y  f o r  mg 

New Debt, Continuing Debt, o r  Pol lut ion Control FiMncingB, 

t o  execute and d e l i v e r  one 01: more new rupplc~lental  

indentureo t o  i t a  Hertgage and Deed of T ru r t ,  and t o  entez 

i n t o  and i r r u c  evidence8 of indebtedness pursuant t o  one 011 

more le t ter  of c r e d i t  o r  other  s ecu r i ty  arrangement6 01 

agreementr, i n  t he  event it i r  deemed appropriate  by t h i  

Company t o  do 8 0 8  including, r i t h o u t  l h i t a t i o n  anc 

specif  i c a l l y  with rcrpect t o  any Pol lu t ion  Control 

Pinancingr, any r c h b u r r m e n t  agreement# and rtandby bond 

purcharc agreement#; 

(e) r u t h o r b a t i o n  t o  i s sue ,  incur m d  rcll, and t o  have 

outatanding at any one t h e  i n  1984 o r  the rea f t e r ,  note8 and 

indebtednear payable a t  periodr of not  more t h r o  tvelvc 

months after t h e  date incnrred o r  i r r acd  (and not  r e p a r r t e l ~  

authorized by any Order of t h i s  Cmmisrion) ("Short-Ten 

Debt") in an mount up t o  seven (7) percent of t h e  Compaay'r 

t o t a l  cap i t a l i za t ion ,  and t o  r e i r r u e ,  renew and rcrell 

ruch Short-Term Debt and t o  refund, refinance o r  rol lover  an] 

ruch Short-Term Debt with or i n t o  add i t iona l  Short-Term Debt 

I 

I 
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i o  long a# tuch @wen (7) percent limit i r  not exceeded, i t  

being rpec i f ied  t h a t  t h e  na ture  and term8 of a l l  such 

irsuancer and incurrencer of ruch Short-term Debt would be 

determined by t h e  Company by reference t o  conditionr in t h e  

f i n a n c h l  market8 a t  the  t h e  o r  timer of  ruch i s rurncer  O r  

incurrencer (any such Short-Term Debt t o  be i r rucd  pursuant 

t o  t h i r  authorizat ion being here in  re fer red  t o  81 "Authorized 

Short-Term Debt"); 

(f) 8UthOriZ8tiO1~ t o  borrov fund8 pursu8nt t o  a c r e d i t  agrement  

dated 8s of MAY I f ,  1984 ("Credit AgreaPent"j among the  

Company and var iour  bank#, f o r  t he  t e r n  o f  t h a t  Credit  

Agreement and an7 axtenrions or  rencvalr  thereof ,  ruch 

bor rovbgr ,  t o  the  extent  they are long-term, t o  be 

au thorhed  and allwed i n  addi t ion  t o  and over and above the 

Continuing Debt l imi ta t ion ,  md, t o  the ex tan t  repayable a t  

pcr iodr  of not  more than twelve monthr after the  da t e  of 

b o r r w h g ,  t o  be authorized and alloved in addi t ion  t o  and 

over and above (i) any indebtedness which may be incurred by 

t h e  Company purraunt t o  Aritona Revised S ta tu t e r  Section 

4O-302(D) , and (ii) an7 Authorized Short-Tern Debt; 

( 8 )  c o n f i r m t i o n  t h a t  (i) let terr  of c r e d i t  recuring any 

indebtednear o r  rectrri ty of t h e  Company c o n r t i t u t e  evidences 

of hdebtednar r  only t o  t h e  extent  of d r a w  thereon, (ii) the 

indebtedness which arirrr fram a dr.r under any mach l e t t e r  

of c r e d i t  i r  authorized t o ' t h e  extant  thereof ,  and doer not 

requi re  reparate' or addi t iona l  approval o r  authorizat ion,  if 

the  i r r u m c a  of t he  indebtednear o r  r ecu r i ty  vhich the letter 

of c r e d i t  securer  war authorized by the  C d a a i o n ,  and (iii) 
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t he  indebtedncrr vhich a r i 8 e r  from a draw under any ruch 

le t ter  of c r e d i t  doer not require  authorization any other 

type of hdebtednerr o r  recuri ty  other thbn t h a t  hdebtednerr 

or recur i ty  vhich t h e  l e t t e r  of c r ed i t  recure8 and does not 

reduce or apply aga inr t  m y  authorization f o r  any other type 

of indebtcdna88 or recurity.  

3. The Company intend8 t o  ure  the ne t  proceeds from t h e  r a l e  of Bev 

Debt, Hew Preferred Stock and Sew Connuon Stock, and the  i r ruurce of Continuing 

Debt and Continuing Preferred Stock f o r  i t 8  conrtruction program, the 

redemption or  retirement of outrtanding r c c u r i t i e r ,  the  repayment or refunding 

of other  outrtanding long-term debt, and t he  repayment of rhort-temn debt vhich 

prcviourly financed conrtruction project#. 

4. In t h e  event m y  portion of t he  Rev Debt or Continuing Debt taker 

the  form of hdebtednerr  w e d  to ,  o r  the guarantet  of indebtedness owed by, the 

Company'r vhollj-ovned f k u n c e  rubridiary,  a portion of t h e  low Debt or 

Contiwing Debt 0.0 be incutred f o r  t he  goxpore of contributing t o  t he  capital 

of rucb rubridiarp t o  maintain i t 8  debt t o  equity r a t i o  8 t  8 r a t i r f ac to ry  

level. -. 

5. Any 8mendmentr t o  the term8 and p r w i r i o n r  of m y  long-term 

indebtadnerr @ha l l  be f o r  tbc purpore of k p r w i n g  terns or  coat thereof t o  the 

Company o r  obtaining other  benefi ts  o r  advantage8 f o r  the  Campany. 

6. The proceed8 of any I r r w n c e ,  #ale, o r  subsequent refunding of 

Pollut ion Control l inrncingr  vi11 be orad t o  pay conrtruction costa  of 

pol lut ion cont ro l  f8c i l i t i e r  a t  P.10 Vtrda, t o  reinkburre the Company f o r  such 

conrtruction c o r t r  p r b i o u r l y  incurred, and/or t o  refund my pollut ion control 

finhncing or  financing6 then i n  effect. 

--c* 

2 > C  

- 4  

7. The Company intend8 t o  use t he  proceed8 from t h e  irruance o r  

incurrence of t he  Authorized Short-Term Debt to augment fund8 avai lable  :he 
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i -n  program, -0 maintain and provide 

an adequate l e v e l  o f  vorking Capi ta l ,  t o  con t r ibu t r  c a p i t a l  t o  t h e  Company'r 

finance rubr id ia ry  88 necerrary t o  u i n t 8 i n  i t 8  debt t o  q u i t y  r a t i o  a t  

r a t i r f a c t o r y  l eve l ,  and t o  refund, re f inance ,  ro l love r ,  renew OY r c i r r u r  an7 

notea or hdeb tedne r r  p a j a b h  at  period8 of nat more than Svelve ron th r  8 f t e r  

t he  da t e  i r rued  o r  incurred and o tbc rv i r e  iraued o r  incurred f o r  proper 

purpo r es. 

8. The Company intend8 t o  ure funds a ~ a i l a b l e  under the  Credi t  

Agrement 8s 8 standby l i n e  of c r e d i t  i n  t h e  event of  any d i r rup t ion r  i n  t h e  

capital marketr, and, 81 ruch, t he re  fund8 m y  be used t o  augment fund8 

ava i l ab le  t o  t h e  Company t o  meet i t 8  c a p i t r l  requirement8 a8 spec i f ied  i n  

Pind-8 o f  Fact Nor. 3, 4,  6 ,  and 7, hert%nabove. 

9. The l e t t e r 8  of c r e d i t  r e f e r r ed  t o  i n  t h e  Application and any 

widencar  o f  bdeb tedne r r  a r i s ing  thereunder axe o r  rill be f o r  t h e  purpore of 

securing o ther  evidences of indebtednerr o r  r e c u r i t i e r  o the rv i r e  authorized and 

approved by t h i r  Col~mirrion. 

10. The Company'r proportd i r ruancer  of Bev Debt, Icw R e f e r r e d  Stock 

and Bew W n  Stock, and t h e  f r r u n c e  of Continuing Debt urd Continuing 

Preferred Stock, are rmronably  necerrary mad appropr ia te  for t he  purposes of 

augmenting t h e  fuadr  a V 8 i h b l e  from a l l  rourcas t o  f inance t h e  bnpany'a 

cons t ruc t ion  progrm,  redeeming or r e t i r i n g  outstanding r e c u r i t i e r ,  repaying or 

refunding o ther  o u t r t a n d b g  long-term debt,  and repaying rhort-term debt  vhicb 

p r e d o u r l y  financed conr t ruc t ion  projectr. 

11. In connection d t h  any Bev Debt or Continuing Debt, the  execution of 

oae o r  more new r u p p l a c n t a l  i n d m t u r c r  t o  the  Company's Mortgage and Deed of 

T ru r t ,  and t h e  i r ruance  or incurrence of any indebtedness in up t o  a matching 

amount A0 t he  r e r u l t  of ray urc of r e l a t e d  l e t t e r  of c r e d i t  8ccur i ty  device 

o r  o ther  rimilar arrangementr, are a180 rearonably neccrrary f o r  ruch purporcr. 
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12, Addit ionrl ly ,  c a p i t a l  contr ibut ion8 t o  the  Cmpany' 8 v h o l f y m e d  

finance rub r id i r ry  which a r e  t o  be a p a r t  of t h e  R e v  Debt o r  Continuing Debt 

a r e  rerronablp necerrary and appropriate  in order  t o  maintain i t 8  deb t  t o  

q u i t y  r a t i o  a t  r a t i r f a c t o q  lcvelr .  

13, The propored pol lu t ion  control  f inancing o r  financing8 and the 

Company'r i r ruance  or; incurrence of indebtednerr i n  connection v i t h  ruch 

po l lu t ion  cont ro l  f inancing o r  financing8 a r e  reasonably aecerrarp and 

appropriate  t o  pay conrtruct ion c o r t s  a s s o c b t e d  v i t h  po l lu t ion  control  

f a c i l i t i e s  a t  or r e l a t e d  t o  Palo Verde, t o  reimburse the  Company f o r  such 

construct ion c o r t r  previously incurred, and/or t o  refund any pol lu t ion  control  

f inancing o r  f inancingr  then i n  effect .  

14. The execution of one o r  more new rupplemental indenture8 t o  the 

Company'r Mortgage and Deed of Trurt ,  and the  i r ruance o r  incurrence of ang 

indebtcdnerr i n  up t o  8 matching amount a8 t he  r e r u l t  of any ore of a related 

l e t t e r  of c r e d i t  r e c u r i t y  device, rtandby bond p u r c h r c  agreement or other 

r ecu r i tp  arrangements, 4re a l so  r e a r o ~ b l y  neccrrary for ruch purporer. 

15. Ihe  Cmpany'r proporcd i r ru rnce  o r  incurrence of Authorized 

Short-Term Debt i r  reA8onablp rucerrary urd appropriate  f o r  the  purporer of 

augmenting fund8 ava i l ab le  t o  the b p 8 n y  t o  f inance the  kmpany'r construct ion 

progrsm, na in t r in ing  and providing an adequate level of working c a p i t a l ,  anc 

refunding, r e f i m c i n g ,  r o l l i n g  over, renewing o r  r e i r ru ing  any no tc r  01 

indebtednerr payable a t  period8 of not more than tvelve month8 after t h e  da t r  

i r rued  o r  incurred and o the rv i r e  isrued o r  incurred f o r  proper pUV08880 

16, Addit ional ly ,  capital cont r ibu t ions  t o  t h e  Campany'r vhollpovnec 

f i runce  r u b r i d i a q  v i t h  the proceed8 of t he  Authorized Short-Term Debt am 

tea8OMbly necerrary and appropriate in order  t o  maintain i t s  debt t o  equitj  

r a t i o  a t  s a t i s f a c t o r y  leve l r .  

17. Certain working cap i t a l  arce of the  procecdo of Authorize! 
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Short-Term Debt o r  any debt refunded by Authorired Short-Term Debt may be 

chargeable t o  opera t ive  u p e n r e r  or  t o  income. 

18. The Company'r propored i r roance of midancer of indebtednerr i n  the 

form o f  borrowingr under t h e  Cred i t  Agrement i n  rearonably necerrary rnd 

appropriate  f o r  the  purpore of augmenting fund8 ava i lbb le  t o  the  Company t o  

meet i t 8  c a p i t a l  r e q u i r a ~ e n t s  AI spec i f ied  i n  paragrrphr 3 and 5 above, 

19. Certain working c a p i t a l  urea of the  proceedr of ruch bo r rwingr  m y  

be chargeable t o  operat ive expense8 or  t o  income. 

20. The Company'r proposed isrtrrnce of any evidencrr of indebtednerr 

r r i r i n g  under l e t t e r 8  of c r e d i t  i n  r e 8 r o ~ b l y  necerrary and appropr ia te  f o r  the 

purpore of recuring o ther  cpidences of indebtednear o r  r e c u r i t i e r  o therv i re  

authorized and approved by t h i r  C-irrion, 

21. The Coz~pany'r propored i r ro rnce r  of Hew Debt, Icv Preferred Stock 

and low C-on Stock, t he  i ra tunce  of Continuing Debt and Continuing Preferred 

Stock, t h e  propored pol lu t ion  cont ro l  f inancing o r  f h c i n g r ,  t h e  i r ruanca or  

incur rarce  of Authorized Short-Ten Debt, and the irruance of any evidence8 of 

indebtednerr pursuant t o  the Credit  Agreesent or any let ter of c r e d i t  recuring 

debt of t h e  Company, a l l  as contemplated i n  the  Appl i t r t ion ,  t r r t h n y  m d  

exhib i t8  r e l a t i n g  t o  t h i r  u t t e t ,  are c m p r t i b l e  r i t h  the publ ic  i n t e r e s t ,  r i t h  

round f i r u n c i a l  p r r c t i c a r ,  and with the proper performnce by the Company of 

remice an a public  #emice  corporat ion and d l1  not impair i t 8  r b i l i t y  t o  

i 

I 

1 

I 

perform that rar~ica .  I 
I 

I 

Hew Comon Stock, t h e  i r r tunce  of Continuing Debt and Continuins F'referrcd , 
I 

Stock, t h e  propored pol lu t ion  cont ro l  f inancing o r  finurcfnga, t h e  i s r u n c c  o r  I 

I 
incurrence of Authorized Short-Tekm Debt, and the  irru8nce o f  any evidences of 

22. The Compmy'r propred irrtlrrrcer of Beu Debt, R e v  R e f e r r e d  Stock and 
I !  

I 

indebtedness pursuant t o  the Credit  Agreement or  any l e t t e r  of c r e d i t  recuring 

debt of t h e  Company, a l l  ar contemplated in the  Application, t e r t b n y  and 
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exhib i t8  r e l a t i n g  t o  t h i r  matter,  are re880MblJ necerrary o r  appropriate f o r  

lawful purporer (a8 r e t  f o r t h  above) and ruch purporer, other  than thore 

r e l a t i n g  t o  t h e  i r ru rnce  or incurrence of Authorized Short-Texm Debt and the 

i r ruance  of any evidence8 of hdebtedner r  purr tunt  t o  the  Cred i t  Agreement are  

not ,  r h o l l y  or  i n  p a r t ,  r8880nably chargeable t o  operat ive expenrer o r  t o  

income, except a8 r e t  f o r t h  a t  Finding8 of ?act l o r ,  17 and 19, hereinabove. 

co~cLusIo!is OP r a w  
1. The Company i 8  a publ ic  re rv ice  corporation v i t h i n  the  meaning of 

k t i c l e  XY* of the  &izop. Constitution and A.X.S. Section8 40-301 and 40-302. 

2, The Commirrion ha8 juri8dSction mer t he  Company and of the  rubject 

matter  of the  Application. 

3, The Company'r propored i r r tunce  of l e u  Debt, lev R e f e r r e d  Stock a n d  

Hew Common Stock, t h e  i r ruance of Continuing Debt and Continuing Refe r r ed  

Stock, t he  propored pol lu t ion  control  f b c i n g  o r  f h n c i n g r ,  t he  i r r w n c e  ox 

incurrence of Authorized Short-Term Debt, and t h e  irsuance of any c ~ i d e n c c r  of 

indebtednear p o r n u n t  t o  the Credit  Agreement or  m y  letter 0.; c red i t  recuring 

debt of t he  Company, are f o r  l av fu l  purporer which a r e  wi th in  t h e  Colnpany'r 

corporate  povcrr. 

4. The Cmpany'r propored pol lu t ion  cont ro l  f iourcing or  f h n c i n g r ,  

t h e  irrrwnce o r  bc t t r r anc r  of hdebtedncr r  i n  connection therevi th ,  and thc 

i r ruance  o r  incurrence of .ny hdebtedner r  i n  a matching 8mount a8 the  r e ru l l  

of any use of 8 r e l a t e d  le t ter  of c r ed i t  r t c u r i t y  device, rtandby bond purchart 

agreement o r  o ther  r ecu r i ty  arr8ngement8, arc  f o r  28vful parporer rh ich  a r t  

r i t h i n  the Cuapany'r corporate  porerr. 

5. The CorPp8n7'8 financing r aque r t r ,  as re11 ar the  o ther  ratters re1 

f o r t h  i n  the  Application, exhibi t8  8nd testimony herein a r e  i n  t h e  public 

i n t e r e r t  m d  rhould be approved. 

e . .  
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execute urd de l ive r  one o r  more nev rupplemental indenturcr o r  en te r  i n t o  much 

letter of c r e d i t  o r  o ther  recur i ty  arrangtaientr or agreement8 81 may be deemed 

appropriate  by t h e  Company in connection v i t h  t h e  Bav Debt, Continuing Debt and 

Pol lu t ion  Control Financing#, and (v i i i )  t o  pay a11 r e l a t e d  expensea, a11 as 

contemplated i n  t h e  Application and by t h e  exb ib i t r  and t a r t b o n y  prerenttd 

during the  hearing i n  t h e  abovccapt ioned m t t e r .  

I T  IS PUXlXXB O%DzglXD t h a t  t he  operat ion and effect of any l e t t e r  o f  

c r e d i t  recuring 81x7 indebtednerr o r  r ecu r i ty  of t h e  Company, a8 set f o r t h  i n  

t h e  Application, i r  hereby confirred.  

IT IS  WBTHEB OEDEBED t h a t  t h e  purporer f o r  rh i ch  t h e  propored i r r W ' * S  

of Hew Debt, Iev Preferred Stock, 19eu Cmon Stock, and t h e  i r ru rnc  ' 

Continuing Debt and Continuing R e f e r r e d  Stock a r e  herein authorized : to 

augment the fonds ava i lab le  from a l l  rourcer t o  f inance the  cQmpany'8 

?pay O r  I conr t ruct ion program, t o  redeem o r  r a t i r e  outrt8nding r c c u r i t i e r ,  t o  
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I T  IS TBEBEPOBE ODEBED that t h e  Company i r  hereby authorized (i) t o  

i r r u c ,  .ell, and incur  up t o  $~0,000,000 in  aggregate pr inc ipa l  amount of l V e ~  

Debt, t o  b r u e ,  r c l l  and incur t h e  Continuing Debt, and t o  amend the  t e n 8  and 

provir ionr  of outrtanding long-term indebtednerr, (ii) t o  i r r u e  and rc l l  up t o  

$7S,000,000 in par value of one o r  more s e r i e s  of Hew R e f e r r e d  Stock and, t o  

i s sue  and re l l  the  Continuing Preferred Stock, (iii) t o  i r r u e  and r e l l  up t o  

2,000,000 8h8re8 of low Complon Stock ( i v )  t o  ca r ry  out and e f f e c t  t he  propored 

Pol lu t ion  Control Piruncingr and t o  h u e  o r  incur  d d c n c e s  of indebtednerr in 

an amount up t o  $75,000,000 in connection therewith,  (v) t o  i r sue ,  re11 and 

incur  the  Authorized Short-Term Debt, (vi) t o  mske borrowing8 8nd i s r u e  

evidences of indebtcdncrr i n  connection with t h e  Credit  Agreement, (v i i )  t o  

refund o ther  OUt8t8nding long-term debt ,  t o  repay rhort-term dr  : which 

---;n*-*l.~ c~.-,.inced can~ttuction o t o i e c t r  and t o  make C.pit.1 contribution8 t o  

27 

28 
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t h e  
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Cumpang' I f inirnce rubsidiary 88 necesrary 

rat-D st a r a t i s f a c t o q  level. The propored 

U-1345-84-22C 

t o  ~ i n t a i o  i ts  debt  t o  equity 

BIU8nCeL in COllneCtiOn Y t h  the 

New Debt o r  Continuing Debt of 8ny evidence8 of indcbtedncsr a r i r i n g  under 

l e t t e r s  of c r e d i t  are f o r  t he  above purport8 and f o r  the  purpo8e of recaring 

the  Rev Debt and Continuing Debt. 

IT IS FURTHER ORDERED t h a t  the  purporer f o r  which the  Pol lu t ion  C o n t r o l  

Financingr and the  issuance o r  incurrence of indebtedness i n  connection 

therewith, are herein authorized a r t  t o  pay conrtruct ion c o r t r  as roc ia ted  v i t h  

pol lu t ion  cont ro l  f a c i l i t i e s  a t  or r t h t e d  t o  Palo Verde, t o  reimburse the 

Company f o r  ruch construct ion c o r t r  p r d o u r l y  incurred, and/or t o  refund 

pol lu t ion  cont ro l  f inancing o r  financingr then in ef fec t .  The propored 

i r r runce r  o r  incurrence8 i n  connection v i t h  Pol lut ion Control Financing8 of 8x17 

indebtedness a8 t he  r e r u l t  of any use of 8 let ter of c r e d i t  recur i t j ,  device, 

rturdby bond purch8re agreement or o ther  recur i ty  arrmgementr are for  the 

above purporcs and f o r  the  purporc of recuring the Po l lu t ion  Control 

t i runcingr .  

IT IS FURTHER ORDERED t h a t  the  purpores f o r  vhich t h e  i r ruance  of t he  

Authorized Short-Term Debt are herehi 8u thorkcd  are t o  8ugnrtnt funds W 8 i h b h  

I 

t o  t h e  Company t o  f h n c e  the  Company'r eonrtruct ion progrm, t o  maintain md 

provide 8n 8dequclte level of vorking c a p i t a l ,  t o  u f e  capi t81  contr ibut ions t o i  

the  Companp'8 finance subsidiary 88 neccsrary t o  min ta in  its debt t o  equity 

I 
, 

' I  

I 

r a t i o  at 8 r a t i r f a c t o r p  lwel, and t o  refund, ref inance,  r o l l w c r ,  renew or 

t e i r r u e  any notes  or indebtednerr payable a t  period8 of not more than tvelvc 

months after t h e  date i r roed or incurred and o therv ise  incurred for proper 

purporer r t g a r d l e r r  of the  extent t o  vhich they a8y be re8roMbly chargeable t o  

operat ive u p c n r e r  or t o  income. ' 

IT IS PURTBEB ORDERED t h 8 t  t he  purpose8 f o r  vhich the  propored irruancca 

of evidences of indebtednerr pur r tun t  t o  the  Credit Agreement a r e  herein , I 
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authorized are t o  8ugment. funds 8v r i l ab le  from 811 iourcer  t o  f h n c e  the 

Corapany'r conrtruct ion program, t o  redeem o r  re t i re  outstanding r c c u r i t i e r ,  t o  

repay o r ' r e f u n d  otlier outstanding long-t t tn  debt,  t o  repay rhort-tern debt 

vhich previously financed conrtruct ion projectr, t o  u h t a i n  and provide am 

adequate lwel of ro tk ing  c8pit.1, t o  aake c a p i t a l  eont r ibu t ionr  t o  the 

Company'8 f inance rubridibry 88 necrrrary t o  maintain i ts  debt t o  equi ty  r a t i c  

a t  a ratimfactory leve l ,  and t o  refund, refinance,  ro l lover ,  renev o r  re i r rue 

any note8 or indebtednerr payable a t  pcriodr of not more than tvelve month1 

a f t e r  t he  d a t e  h u e d  or incurred and o the rv i r c  incurred f o r  proper purporer 

r cga rd le r r  of t h e  extent  t o  which they m y  be rearonably chargeable t c  

operat ive rrpenicm o r  t o  income. 

IT IS ?UXTRER ODEBED t h a t  t h i r  Decision r h a l l  become effective 

h c d i a t e l y .  

BY OBDEB OP TEE ARIZOXA COBPO3ATIOR CO~SSION 

Executive Secretary of t he  Arizona Corporation C d r r i o n ,  
have hereunto ret q hand and mured t h e  o f f i c i a l  real oi 

t h e  City oi 

k e c u t i v e  Secretary V 

D I S S r n  



Exhibit D 

ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED STATEMENTS OF INCOME 
(Unaudited) 

Six Months 
Ended June 30. 

2002 
(Dollars in Thousands) 

ELECTRIC OPERATING REVENUES: 
Retail segment ....................................................................................................... 
Marketing and trading segment ........................................................................... 

Total .................................................................................................................... 

PURCHASED POWER AND FUEL COSTS: 
Retail segment ....................................................................................................... 
Marketing and trading segment ........................................................................... 

Total .................................................................................................................... 
OPERATING REVENUES LESS PURCHASED POWER AND FUEL COSTS ........ 

OTHER OPERATING EXPENSES: 
Operations and maintenance excluding purchased power and fuel cost ....... 
Depreciation and amortization ........................................................................... 
Income taxes ......................................................................................................... 
Other taxes ........................................................................................................... 

Total ................................................................................................................. 
OPERATING INCOME ............................................................................................. 

OTHER INCOME (DEDUCTIONS): 
Income taxes ......................................................................................................... 
Other income ........................................................................................................ 
Other expense ...................................................................................................... 

Total .................................................................................................................... 
INCOME BEFORE INTEREST DEDUCTIONS ....................................................... 

INTEREST DEDUCTIONS: 
Interest on long-term debt ................................................................................... 
Interest on short-term borrowings ..................................................................... 
Debt discount. premium and expense ............................................................... 
Capitalized interest .............................................................................................. 

Total .................................................................................................................... 

INCOME BEFORE ACCOUNTING CHANGE ........................................................... 

Cumulative Effect of a Change in Accounting for Derivatives . 
net of income tax benefit of $1. 793 ................................................................... 

NET INCOME .......................................................................................................... 

891. 452 
13. 062 

904. 514 

8 

184. 643 
12. 367 

197. 010 
707.504 

232. 266 
196. 812 
65. 274 
54. 376 

548. 728 
158. 776 

2. 370 
3. 859 

(9. 219) 
(2. 990) 

155. 786 

64. 038 
2. 299 
1. 340 

(8. 093) 
59. 584 

96. 202 

3 96. 202 
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ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED STATEMENTS OF INCOME 
(Unaudited) 

Twelve Months 
Ended June 30. 

2002 
(Dollars in Thousands) 

ELECTRIC OPERATING REVENUES: 
Retail segment ....................................................................................................... 
Marketing and trading segment ........................................................................... 

Total .................................................................................................................... 

PURCHASED POWER AND FUEL COSTS: 
Retail segment ....................................................................................................... 
Marketing and trading segment ........................................................................... 

Total .................................................................................................................... 
OPERATING REVENUES LESS PURCHASED POWER AND FUEL COSTS ........ 

OTHER OPERATING EXPENSES: 
Operations and maintenance excluding purchased power and fuel cost ....... 
Depreciation and amortization ........................................................................... 
Income taxes ......................................................................................................... 
Other taxes ........................................................................................................... 

Total .................................................................................................................... 
OPERATING INCOME ............................................................................................. 

OTHER INCOME (DEDUCTIONS): 
Income taxes ......................................................................................................... 
Other income ........................................................................................................ 
Other expense ...................................................................................................... 

Total .................................................................................................................... 
INCOME BEFORE INTEREST DEDUCTIONS ....................................................... 

INTEREST DEDUCTIONS: 
Interest on long-term debt ................................................................................... 
Interest on short-term borrowings .................................................................... 

Capitalized interest .............................................................................................. 
Total .................................................................................................................... 

Debt discount, premium and expense ............................................................... 

INCOME BEFORE ACCOUNTING CHANGE ........................................................... 

Cumulative Effect of Change in Accounting for Derivatives . 
net of income tax benefit of $8. 099 and $1. 793 ................................................ 

NET INCOME .......................................................................................................... 

$ 2.301. 416 
87. 479 

~~ ~ 

2.388. 895 

837. 661 
46.937 

884. 598 
1.504. 297 

462. 234 
409. 366 
162. 506 
104.709 

1.138. 815 
365. 482 

4. 659 
9. 860 

(19. 368) 

(4. 849) 
360. 633 

126. 336 
4. 230 
2. 655 

(1 5. 233) 
117.988 

242. 645 

(12. 446) 

$ 230. I99  



ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED BALANCE SHEETS 

ASSETS 
(Dollars in Thousands) 

June 30. 
2002 

(Unaudited) 

UTILITY PLANT: 
Electric plant in service and held for future use .................................................. 
Less accumulated depreciation and amortization .............................................. 

Total ...................................................................................................................... 
Construction work in progress ............................................................................ 

Nuclear fuel, net of accumulated amortization ................................................... 
Utility plant - net .................................................................................................. 

Intangible assets, net of accumulated amortization .......................................... 

INVESTMENTS AND OTHER ASSETS: 
Decommissioning trust accounts .......................................................................... 

Other assets ............................................................................................................. 
Total investments and other assets ................................................................... 

Assets from risk management and trading activities . long-term ...................... 

CURRENT ASSETS: 
Cash and cash equivalents .................................................................................. 
Accounts receivable: 

Service customers ............................................................................................... 
Other ..................................................................................................................... 
Allowance for doubtful accounts ....................................................................... 

Accrued utility revenues ........................................................................................ 
Materials and supplies, at average cost .............................................................. 
Fossil fuel, at average cost ................................................................................. 

Other ....................................................................................................................... 
Total current assets ........................................................................................... 

Assets from risk management and trading activities ........................................ 

DEFERRED DEBITS: 
Regulatory assets ................................................................................................... 
Unamortized debt issue costs .............................................................................. 
Other ....................................................................................................................... 

Total deferred debits ........................................................................................... 

TOTAL ASSETS ..................................................................................................... 

$ 8.134. 802 
3.383. 422 
4.751. 380 

308. 425 
90. 446 
51. 661 

5.201. 912 

208. 641 
30. 620 
37.514 

276. 775 

7. 776 

159. 564 
208. 251 

(1. 450) 
110. 689 
82. 300 
31. 105 
9. 907 

43.047 
651. 189 

291. 473 
15. 319 
52. 862 

359. 654 

6.489. 530 $ 



ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED BALANCE SHEETS 

CAPITALIZATION AND LIABILITIES 
(Dollars in Thousands) 

June 30. 
2002 

(Unaudited) 

CAPITALIZATION: 
Common stock ....................................................................................................... 
Additional paid-in capital ........................................................................................ 

Accumulated other comprehensive loss ............................................................ 
Common stock equity ......................................................................................... 

Retained earnings ................................................................................................. 

Long-term debt less current maturities ............................................................... 

Total capitalization ............................................................................................. 

CURRENT LIABILITIES: 

Current maturities of long-term debt .................................................................... 
Accounts payable ................................................................................................... 
Accrued taxes ........................................................................................................ 
Accrued interest ..................................................................................................... 
Customer deposits ................................................................................................ 
Deferred income taxes .......................................................................................... 
Liabilities from risk management and trading activities ................................... 
Other ....................................................................................................................... 

Total current liabilities ........................................................................................ 

Commercial paper .................................................................................................. 

DEFERRED CREDITS AND OTHER: 
Deferred income taxes .......................................................................................... 
Liabilities from risk management and trading activities - long-term ............... 
Unamortized gain -sale of utility plant ................................................................ 
Customer advances for construction ................................................................... 
Other ....................................................................................................................... 

Total deferred credits and other ....................................................................... 

COMMITMENTS AND CONTINGENCIES (Note 12) 

TOTAL LIABILITIES AND EQUITY ........................................................................ 

178. 162 
1.246. 804 

801. 491 
(36. 092) 

2.190. 365 

2.199. 837 

4.390. 202 

198. 000 
451 

82. 022 
157. 385 
41. 504 
33. 317 
3. 244 

21. 811 
73. 991 

61 1. 725 

1.011. 032 
46. 996 
61. 772 
67. 598 

300. 205 
1.487. 603 

$ 6.489. 530 



ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED STATEMENTS OF CASH FLOWS 
(Unaudited) 

Six Months Ended 
June 30. 

2002 
(Dollars in Thousands) 

Cash Flows from Operating Activities: 
Income before accounting change ...................................................................... 
Items not requiring cash: 
Depreciation and amortization ......................................................................... 
Nuclear fuel amortization .................................................................................. 
Deferred income taxes . net ............................................................................. 
Mark-to-market gains . trading ......................................................................... 
Mark-to-market (gains) losses . system .......................................................... 

Accounts receivable . net .................................................................................. 
Accrued utility revenues ..................................................................................... 
Materials. supplies and fossil fuel ..................................................................... 
Other current assets ........................................................................................... 
Accounts payable ............................................................................................... 
Accrued taxes .................................................................................................... 
Accrued interest ................................................................................................. 
Other current liabilities ...................................................................................... 

Increase in regulatory assets ............................................................................... 

Other net long term assets .................................................................................. 
Other net long term liabilities .............................................................................. 

Net cash flow provided by operating activities .................................................... 

Changes in certain current assets and liabilities: 

Changes in risk management trading investments . at cost ............................ 

Cash Flows from Investing Activities: 
Trust fund for bond redemption .......................................................................... 
Capital expenditures ............................................................................................. 
Capitalized interest .............................................................................................. 
Other ...................................................................................................................... 

Net cash flow used for investing activities ..................................................... 

Cash Flows from Financing Activities: 
Issuance of long-term debt .................................................................................. 
Short-term borrowings . net ................................................................................. 
Dividends paid on common stock ....................................................................... 
Repayment and reacquisition of long-term debt ................................................ 

Net cash flow provided by (used for) financing activities ............................. 

Net increase (decrease) in cash and cash equivalents ....................................... 
Cash and cash equivalents at beginning of period ............................................. 
Cash and cash equivalents at end of period ........................................................ 

Supplemental Disclosure of Cash Flow Information: 
Cash paid during the period for: 
Interest (excluding capitalized interest) ............................................................ 
Income taxes ........................................................................................................ 

8 96. 202 

196. 812 
15. 214 

(30. 722) 

(6. 697) 

__ 

(31. 642) 
(34. 558) 
(5. 167) 
(1. 038) 

(1 3. 522) 
49. 790 

461 
(39. 126) 

(24. 030) 
(15. 768) 

(964) 
149. 253 

(5. 992) 

.. 
(253. 829) 

(8. 093) 
38.808 

(223. 114) 

369. 930 
26. 838 
(85. 000) 

(246. 952) 
64.816 

(9. 045) 
16. 821 

$ 7. 776 

57. 726 
48. 943 
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Exhibit E 

APS Credit Ratings 

Moody's S & P  Fitch 

Senior Secured Debt A3 A- A- 

Senior Unsecured Debt Baal BBB BBB+ 

Secured Lease Obligation Bonds Baa2 BBB BBB 

Commercial Paper P2 A2 F2 

i 0 e 

Exhibit E 

APS Credit Ratings 

Moody's S & P  Fitch 

Senior Secured Debt A3 A- A- 

Senior Unsecured Debt Baal BBB BBB+ 

Secured Lease Obligation Bonds Baa2 BBB BBB 

Commercial Paper P2 A2 F2 



Exhibit F 

Financial Impact of Recapitalization Debt 
in ($000) 

CURRENT APS WITH RECAPITALIZATION DEBT 

Current APS Debt $2,206,780 Additional Debt $500,000 

Weighted Cost of Debt 5.93% 

Annualized Long-Term Interest $130,862 

Additional Interest @ 5.5% $27,500 
Additional Interest @ 6.0% 30.000 
Additional Interest @ 6.5% 32,500 

DEBT RATIO 

Adj. Total Debt I Total Capital 

COVERAGE RATIOS 

Pretax Interest Coverage 

Adj. Pre-Interest FFO Interest Cov. 

Adj. FFO I Avg. Total Debt 

Financial Indicators 

Per Books Proforma (1) Rating Agency Approach 
June 2002 + $500M @ 6% + $500M @ 6% 

S&P “BBB Targets 
Business Position 5 

54.4% 58.7% 58.7% 

3.80 3.80 

4.53 4.53 

23% 21% 

3.10 

3.92 

21% 

47% - 55% 

2.40 - 3.50 
3.00 - 4.00 
21% - 27% 

Notes: 
(1) Assumes interest income and interest expense on the $500M is netted at APS 
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FENNEMORE CRAIG 
P R O F E S S I O N A L  C O n P O R A T l O l  

P  H 0 E N  I X 

Chairman 
J I M  IRVIN 

Commissioner 
MARC SPITZER DOCKETED BY p w  

I U Commissioner I 
IN THE MATTER OF THE APPLICATION OF 
ARIZONA PUBLIC SERVICE COMPANY FOR 
AN ORDER OR ORDERS AUTHORIZING IT TO 
ISSUE, INCUR, OR ASSUME EVIDENCES OF 

FINANCIAL INTEREST OR INTERESTS IN AN 
AFFILIATE OR AFFILIATES; TO LEND MONEY 
TO AN AFFILIATE OR AFFILIATES; AND TO 
GUARANTEE THE OBLIGATIONS OF AN 
AFFILIATE OR AFFILIATES 

LONG-TERM INDEBTEDNESS; TO ACQUIRE A 

A Z  CORP COMMJSSIGA’ 
DUCUHE W T C 0 N TR 0 i- 

E-01345A-02-0707 

DOCKET NO. E-01345A-02-- 

MOTION FOR LEAVE 
TO INTERVENE 

APPLICATION OF PANDA GILA RIVER L.P. FOR LEAVE TO INTERVENE 

Pursuant to A.A.C. R14-3-105, Panda Gila River, L.P. (“PGR”) hereby applies to the 

Arizona Corporation Commission (the “Commission”) for an order granting PGR leave to intervene 

in the above-captioned proceeding. The Commission should grant PGR leave to intervene in this 

matter because PGR is directly and substantially affected by these proceedings. PGR has been an 

intervenor and active participant in each of the Commission’s pending dockets concerning 

electric competition. As a merchant generator, PGR has an interest in how the Commission will 

address Arizona Public Service Company’s (“APS”) request to obtain a financial interest in, 01 

guarantee the financial obligations of, its unregulated affiliate, Pinnacle West Energy Corporation 

(“PWEC”) and/or its parent company, Pinnacle West Capital Corporation (“PWCC”). Despite 

the Commission’s decision to stay the transfer of APS’s generation to PWEC, PWEC and PGR 

remain wholesale competitors seeking to provide power for APS’s standard offer retail customers. 

The relief afforded APS in this docket, if any, could have a substantial impact on Electric 

Competition, including, without limitation, PWEC’s ability to compete to provide generation ta 

APS’s Standard Offer customers. 
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FENNEMORE CRAIG 
PROFESSIONAL CORPORATIO 

P H O E N I X  

Therefore, PGR has an interest in ensuring that the APS application does not adversely 

“affect the amount, timing, and manner of the competitive procurement process” as detailed in the 

tenth ordering paragraph of Commission Decision No. 65 154 (Track A Order). Indeed, the goal 

of the Track B solicitation process is to produce an equitable, auditable and transparent method of 

power procurement that will benefit consumers in Arizona. To what extent APS’s ratepayers may 

have to shoulder the financial burden of APS’s unregulated affiliates (PWEC and PWCC) could 

very well have a substantial effect on the competitiveness of Arizona’s wholesale market and is 

one of the issues the Commission will have to address in this docket. It follows, therefore, that 

PGR’s intervention will not unduly broaden the proceedings. 

For the reasons outlined above, PGR respectfully requests that the Commission grant its 

Motion for Leave to Intervene in this matter. The name, address and telephone number of the 

person(s) upon whom service of all documents is to be made is: 

Jay L. Shapiro 
FENNEMORE CRAIG, P.C. 
3003 North Central Avenue 
Suite 2600 
Phoenix, Arizona 85012 
(602) 916-5421 

Larry F. Eisenstat 
Michael R. Engleman 
Frederick D. Ochsenhirt 
Dickstein Shapiro Morin & Oshinsky LLP 
2101 L Street, N.W. 
Washington, DC 20037 
Telephone: 202- 82 8 -2224 
Fax: 202-887-0689 

- 2 -  
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FENNEMORE CRAIG 

PHOENIX 
P R O F E S S I O N A L  C O R P O R A T I C  

RESPECTFULLY SUBMITTED this 20th day of September, 2002 

FENNEMORE CRAIG, P.C. 

ORIGINAL and 10 copies of the 
foregoing hand-delivered for 
filing this 20th day of 
September, 2002, to: 

Docket Control 
AFUZONA CORPORATION COMMISSION 
1200 West Washington 
Phoenix, Arizona 85007 

Chris Kempley, Chief Counsel 
ARIZONA CORPORATION COMMISSION 
Legal Division 
1200 West Washngton 
Phoenix, h z o n a  85007 

Ernest G. Johnson 
Director, Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington 
Phoenix, Arizona 85007 

Lyn Farmer, Chief Administrative Law Judge 
Hearing Division 
AIUZONA CORPORATION COMMISSION 
1200 West Washington 
Phoenix, Arizona 85007 

Suite 2600 
Phoenix, Arizona 85012 
(602) 916-5000 

Lany F. Eisenstat 
Michael R. Engleman 
Frederick D. Ochsenhirt 
Dickstein Shapiro Morin & Oshinsky LLP 
2101 L Street, N.W. 
Washington, DC 20037 

Attorneys for Panda Gila River, L.P. 

(202) 828-2224 

3 -  
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COPY of the foregoing mailed 
this 20th day of September, 2002, to: 

Jeffrey B . Guldner 
Farm Sanei 
Snell & Wilmer 
One Arizona Center 
400 East Van Buren Street 
Phoenix, AZ 85004-2202 

Thomas L. Mumaw, Esq. 
Senior Attorney 
Pinnacle West Capital Corporation 
P. 0. Box 53999 MS 8695 
Phoenix, AZ 85072-3999 

A n  

--- U 
1342213.1/73262.005 
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